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Moving Forward 
ToaNew Era 


BY LEWIS D’VORKIN 


Today’s media business demands constant forward motion. 
Here’s some of this year’s action at FORBES and what 2015 
will bring for readers. 


The Magazine: Readership rose to 6.7 million from 5 million. 
Next: Multiple-themed issues with even more in-depth 
reporting and analysis from a global network of experts. 


Native Advertising: FORBES remains a leader with 70 digi- 
tal and print BrandVoice partners. Next: Bold new magazine 
treatments for advertisers to engage with readers. 


Apps: New sharing functionality made our FORBES magazine 
app far more social. Next: Apps for the Under 30 and Reinventing 
America summits showed the potential of invite-only experi- 
ences programmed and “owned” by dedicated communities. 


Scaling Audience: Forbes.com continued its strong growth 
(readership up 18%, ad sales 23%). Next: A new multilingual 
global story page with personalization features. 


The Contributor Model: 1,400 contributors across Europe and 
Asia generated nearly 80,000 posts and began publishing e-books. 
Next: Tweaks in the incentive model to align budgets with the 
cold reality of mobile monetization—and 30 more e-books. 


Lists: 30 Under 30 and Top Colleges are on the rise as a new 
generation of entrepreneurs attaches itself to the meaning of our 
brand—success. Next: Marketers seeking to engage with list audi- 
ences based on attributes that go beyond wealth accumulation. 


The Journalism: We won Gerald Loeb and Overseas Press Club 

awards, among many others, for our magazine work. Next: We’re 
actively developing plans to expand our organization to meet the 
global ambitions of our new ownership. 


Startup Culture: With innovation we grew our comScore 
domestic audience to 31 million digital readers from 10 mil- 
lion in 2010 (international adds another 10 million). 

Next: Retiring our “97-year-old startup” mantra to reflect 
our growing size and scope. 


Under 30 Summit: A Philadelphia extravaganza, with a Liberty 
Bell, Malala Yousafzai, Monica Lewinsky, Afrojack and 1,300 
attendees. Next: Can Hong Kong or Paris be far behind? 


The Forbes Magazine Building: Built in 1923, it’s been our 
eight-story home in Greenwich Village since 1962. Next: A move 
to Jersey City, N.J. with a collaborative newsroom for the era of 
social media (and the most trafficked Starbucks in America). @ 
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FACT & COMMENT — STEVE FORBES 


“With all thy getting, get understanding” 





THE ULTIMATE LIFESAVER 
CAPITALISM 


BY STEVE FORBES, EDITOR-IN-CHIEF 


HERE’S ONE AMONG endless ex- 
amples of how capitalism has kept alive 
hundreds of millions of people who 
otherwise would have been doomed. 

The other day I read a piece in the 
Mayo Clinic publication Discovery’s 
Edge about the institution’s role nearly 
a century ago in the battle against dia- 
betes. Back then the onset of diabetes 
was a death sentence. Doctors at Mayo 
and elsewhere had formulated special 
diets, which, strictly adhered to, might 
prolong life for as much as three to five years. 

Bessie B. was placed on a ketogenic diet ... [which] 
consisted of a precise proportion of carbohydrates, 
proteins and fats determined by her weight, her 
blood glucose levels and a series of adjustments to 
customize it for her specific metabolism. ... It was 
one of the first attempts at individualized medicine. 
The staff accounted for and analyzed everything that 
went into and was eliminated from her body, and 
laboratory tests determined how quickly she was me- 
tabolizing food so doctors could properly balance and 
time her feedings. The amount of food she received 
was small, 850 to 900 calories a day. In order to sur- 
vive, early diabetes patients had to nearly starve. 

In the fall of 1921 came the news of an extraordinary 
breakthrough in a Canadian laboratory at the Univer- 
sity of Toronto. “Dr. Frederick Banting and medical 
student Charles Best had been experimenting with 
dogs in the laboratory of Dr. J.J.R. Macleod. They had 
isolated, refined and proven the effectiveness of insu- 
lin in an arduous series of animal studies. The formal 
presentation of the discovery was made at a research 
conference that Christmas in New Haven, Conn.” 

Amazingly, patenting discoveries was discouraged 
in the academic world. “Eli Lilly and his managers had 
been urging Drs. Banting and Macleod to patent their 
formula so it could be standardized and safely manu- 
factured.” The Canadians ultimately relented. 














What can we learn from this? 
¢ Progress comes from new knowledge. 
Yet gaining this requires constant 
_ experimentation and building on the 
_ work of others. Preinsulin diets didn’t 
arrest the onslaught of diabetes. But the 
_ research was critical to the development 
of diets that, with the injections of insu- 
_ lin, enormously prolonged life. Banting, 
armed with only a bachelor’s degree in 
_ medicine, came upon his groundbreak- 
* ing theory after reading various articles 
and reports on the pancreas and diabetes. 
¢ We need to break Eroom’s Law. The obverse of 
Moore’s Law, which positively postulates that the com- 
puting power of an integrated circuit doubles every 18 
to 24 months, this version has the real cost of bringing a 
new drug to market—from R&D to FDA approval—dou- 
bling every nine years. Today the cost of successfully 
developing a new drug is as high $2.6 billion, and it can 
take longer than ten years for the drug to clear regula- 
tory hurdles. Insulin, however, was on the market less 
than 18 months after Banting’s breakthrough—and at an 
infinitely tiny fraction of inflation-adjusted costs today. 
¢ Animal testing should not be banned. Imagine the 
controversy—and attempted violence—that would erupt 
against Banting, Macleod and Best and their lab today. 
* Capitalism enables a lifesaving drug like insulin to be 
created and made available to millions of afflicted peo- 
ple. Banting, the Mayo Clinic and others needed resources 
to conduct their studies. Capital was necessary for Eli Lilly 
and his company to manufacture and market the drug on 
amass scale. Contrary to myth, capitalism greatly expands 
the possibilities of people to meet the needs and wants 
of others (or, in the famous observation of Steve Jobs: 
People don’t know what they want until you show it to 
them), to foster human cooperation (think supply chains), 
to be inventive, and to have new products and services 
reach a wide market instead of being smothered in the 
cradle, as so often happens in anticapitalist societies. 
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FORBES “With all thy getting, get understanding” 


FACT & COMMENT // STEVE FORBES 


THE 40TH ANNIVERSARY 
FORBES ALL-STAR 
EATERIES IN NEW YORK 


Our gastronomical gurus—FORBES Editor Randall Lane, FORBES Editor-at-Large Richard Nalley 
and media maven Monie Begley, as well as brothers Bob, Kip and Tim—shine a light on the city’s fin- 
est fooderies. Malcolm Forbes was the critic here until his death in 1990. We thought this anniversary 
appropriate to compare his oft pithy judgments of a handful of notable restaurants then with ours 
today. No business, not even high tech, is as treacherous and mortal as this one. 














KKK 


Atera Del Posto Gotham Bar Le Cirque The River Café 
Batard élan and Grill Marea Rosanjin 
Blue Hill Eleven Madison | Gramercy Tavern The Modern SD26 
Bouley Park Jean-Georges Nobu / Nobu 57 Tocqueville 
Daniel The Four Seasons Le Bernardin Per Se OV Club 





Don’t let the bistro-like atmosphere of David Waltuck’s ing Deco dining room provides a dramatic setting for 





new foodery, élan, fool you; this is seriously creative 
and delicious fare worthy of its storied Chanterelle 
lineage but with a welcome, lighthearted touch. Ex- 
traordinary food and service await you at big, bustling 
Nobu 57, which is always filled with an excited-to-be- 
there crowd. Even Hurricane Sandy couldn’t knock 
out the outstanding restaurateur Michael O’Keeffe, 
whose renovated The River Café is a bewitching 
Dumbo delight; the chocolate Brooklyn Bridge dessert 
alone is worth the visit. At innovative, inventive and 
expensive Atera, you'll think you’ve died and gone 
to gastronomic heaven. Eleven Madison Park’s soar- 
Then and Now ... The Four Seasons 
1975 & & ke: “In Pe Ss 
the Pool Room you 
dine with incompa- 
rable grace, style and 
ambience. A wide se- 


lection of unordinary, 
fine dishes.” 





Today * * * *: 
Weather and climate 
may change, but the 
excellence of The 
Four Seasons never 
does. 
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the succession of imaginatively constructed tastes and 
bites on the tasting-only menu. You'll also be delighted 
with the many flavored and playful beverage pairings, 
including soda pop and beer, as well as with the se- 
lections of wine. Gotham Bar and Grill and Gramercy 
Tavern are a pair of magnificent masters of Ameri- 
can cuisine. Le Bernardin remains the destination 
for sublime maritime food and impeccable service. 
Memories of a meal here will stay indelibly etched 
for a lifetime. Understated elegance, consistently 
superb preparation and presentation, and exquisite 
service make Rosanjin kaiseki nirvana in Tribeca. 








JENNIFER CALAIS SMITH 
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FACT & COMMENT // STEVE FORBES 
Then and Age ... Le Cirque 


1974 * % %&: “Lucky 
New Yorkers—this 
great addition to 

the New York posh 
restaurant plateau 

is Making It, despite 
the heavy odds these 
days on being heav- 
ily overheaded. A 
great oasis for the 
midtowners who need 
to talk business; here 
you can hear.” 


Today: * * * *:Le 
Cirque has lost none 
of its zest in its decor 
or delightfully imagi- 

















native menu. 

ABC Kitchen Brushstroke La Grenouille Nippon New York 
Ai Fiori Café Boulud Maialino NoMad Hotel Prune 
Annisa Carbone Marc Forgione North End Grill Red Rooster 
Aquavit The Cecil The Mark Osteria del Circo Harlem 

Aretsky’s Il Buco Alimentari Restaurant Perla Ri 
san te verpark 
Patroon & Vineria Mas (farmhouse) Perry St 
j ; Shun Lee Palace 

Ee ou wore Michael’s Peter Luger Steak 

Bondst Junoon Monkey Bar House Waverly Inn 
Narcissa Porter House 

















Media mecca Michael’s gets better and better, even 
as the Internet wreaks ever more havoc on its tra- 
ditional clientele. Another always improving eating 
institution is Mas (farmhouse), where the fabulous 
fare is made better by the efficient and solicitous 
staff. The Cecil’s chef, JJ Johnson, a FORBES 30 
Under 30 honoree, layers African and Asian flavors 
into sumptuous Southern cuisine. Three Star new- 
comer Narcissa combines great people-watching 
(it’s attached to the buzzing Standard hotel) and 
very good meals. Osteria del Circo is an Ital- 

ian treasure—who else could pull off its divinely 
inspired truffle pizza? Ai Fiori is another out- 
standing Italian eatery. Aquavit, where American 





18 | FORBES DECEMBER 29, 2014 


boardroom meets Scandinavian modern decor, is a 
graceful ship that sails on year after year. Meals are 
a bounty with lots of pleasing extras. Junoon, with 
its grand setting fit for a minor maharaja, is the best 
Indian restaurant in the city. North End Grill hits 
all the marks: fine food, chic atmosphere and pleas- 
ant service. Prune is a bright and special room of 
epicurean adventure, where even coleslaw rises to 
delicious heights. New American fare is creatively 
infused with Asian and other influences at Annisa. 
Sushi at Bondst is as tasty and imaginative as ever. 
NoMad Hotel’s cuisine—American with a combina- 
tion of original and whimsical flourishes—soars as 
high as the hotel’s glass-roofed atrium. 
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ABC Cocina—Amazing mostly Mexican menu. 
Alder—In this cozy, whitewashed brick gastropub chef 
Wylie Dufresne puts out consistently delicious food. 
Aldo Sohm Wine Bar—A sommelier’s dream, with its 
dizzying array of wines. Waiters are all knowledgeable. 
American Girl Cafe—Where else would a girl want 
to dine with her must-have doll? 

Antonucci Cafe—Perfect pastas on the Upper East Side. 
Aquagrill—Magnetic place for those yearning for the 
very best quality of all things plucked from the sea. 
Battersby—Ever-changing, limited menu, where 
simple dishes pop off the plate. 

Billy’s Bakery / Buttercup Bake Shop / Cupcake 
Café / Dominique Ansel Bakery / Magnolia Bak- 
ery—Not for the metabolically challenged. 
Center*Bar—Exercise some restraint, lest you for- 
get just how good their cocktail concoctions are. 
Daisy May’s BBQ / Dinosaur Bar-B-Que / Fette 
Sau / Hill Country / Mighty Quinn’s—All a match 
for any barbecue purveyors around the country. 
Decoy—Serves perfect Peking duck dinners. 

The Dutch—Who would expect a place with this 


Then and Now... La Grenouille 





1974 * %& & *&: “Invariably superlative—with no charge for the daily 
fashion display by the nibbling Fashionables.” 


Today * * %*: With the departure of Charles Masson the kitchen 
seems to be on autopilot. 
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name to serve such flavorful American dishes? 

The East Pole—A British-influenced but decidedly 
American menu. Rapturous results. 

E.A.T.—Serves savory sandwiches like nowhere else. 
The Elm—Much-lauded British chef Paul Liebrandt 
now has his own place. The prix fixe menu may be 
the best deal in town. 

Gato—Famed chef Bobby Flay grills here with pas- 
sion and verve. A winner. 

The Gilroy—Cool downtown vibe on the Upper 
East Side. Featuring memorable cocktails and com- 
fort food into the early morning hours. 

Grand Central Oyster Bar & Restaurant—The grand- 
daddy of sensational seafood cum splendid decor. 

Il Buco—This small gem is a comfort-food haven. When 
did you last have wow! roast chicken or cod croquettes? 
Tlili—Lebanese/Mediterranean menu, dazzling cocktails. 
Keens Steakhouse—Bustling, genuine old NYC scene. 
Kings’ Carriage House—Antique-filled jewel serves 
Anglo-Irish-American specialties that change daily. 
La Vara— Lively Cobble Hill dining experience with 
Jewish- and Moorish-influenced Spanish food. 


Then and Now ... Nippon 





1975 *% %*& %*: “One of our sons and our daughter insist it’s the top of 
the growing Japanese heap, and | agree.” 


Today % * x: The Big Apple’s first Japanese restaurant is still at the 
top of its game. 





LEFT: KRYSTALLYNNE, RIGHT; JONATHAN KOZOWYK FOR FORBES 
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1976 : “In Central Park, dazzling creative addition to the City’s 
restaurant scene. The food’s good, and prices are relatively moderate ... 
should do much to offset New York’s bankruptcy blues.” 


Today: The 1870 original structure has been burnished with a modern din- 
ing room; the food, however, is less inspired. Go for a cocktail and a gander. 


1975 « *&: “This fast-growing chain so far survives its success. They 
are the only restauraunts | know that ... provide a dazzling show that 
adds much to the meal.” 


Today: |n free markets the awe-inspiring, innovative and unique become 
imitated and commoditized. 





The Leopard at des Artistes—The murals, along 
with the food, are as appetizing as ever. 

Locanda Verde—Electric environment, fabulous meals. 
Ma Péche—Impressive array of Asian-fusion offerings. 
Margaux—First-rate fare in boutique hotel, The Marlton. 
Periyali— Greek cuisine at its best. 
Petrossian—Imperative to order caviar. 

Pok Pok NY—Nothing tops this for Thai food. 
Queen of the Night— Unique dinner theater—sharing 
a table with strangers and eating a very good ban- 
quet, with a lively, sexy circus swirling around you. 
The Regency Bar and Grill—Recruited chef Dan Silver- 





1974 : “This is where it’s at in New York. ‘21’ is what Maxim’s 
was—and | hope it never gets to be what Maxim’s is.” 


Today: * * * *: The burgers and fries and the chicken hash are 
scrumptious classics. 


man serves results that are well beyond hotel-fare good. 
Roberta’s—Perfect pizza in booming Brooklyn. 
Rotisserie Georgette—Stylish, packed new bistro, 
with frites as good as any found in Belgium. 
Saul—Amazing American fare at Brooklyn Museum. 
Swifty’s—The legend endures. 

The Todd English Food Hall—Food feast at the 
Plaza Hotel. 

Tribeca Grill—Memorable meals and wine list. 
Upland—Most recent arrival in Park Avenue 
South/20s cluster of restaurants, with an outstand- 
ing and original American menu. 








1976 : “Szechuan and Mandarin cooking are featured, as well as 
Hunan. China should have one so good.” 


Today : Still doing its wonderful thing, Shun Lee Palace is busy, 
and its meals are delightfully delicious. 
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OPTUM 


People. Technology. Data. Action. 
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At Optum, Healthier goes way beyond a feeling. Quite simply, 
it's Our passion and our purpose. By combining data and 
analytics with technology and expertise, we power modern 
health care like no one else. Our insights quickly lead to better 
outcomes for hospitals, doctors, pharmacies, health plans, 
employers and the millions of lives they touch. Which, come 


to think of it, is a pretty good feeling as well. 





optum.com 
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- The metal replica $1 bill 
was made of nails and wire 
‘silver by Argentinian art ~~ 
collective Mondongo. The 
piece was to be delivered 
with seven stuffed cats, — 
which never arrived; they. 
Pe KMIVciale| eC) lat 
placed around the bill. “It 
Was supposed to [convey] 
contempt for greediness,” 
Greene says. “Now it looks 

* like the opposite.” 
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‘OUTDOOR DINING AREA 


The covered portico overlooking the re- 
flecting poo! makes the space feel like 
a safari lodge when the sheer curtains 
are drawn for an alfresco meal. 
Greene once hosted a lunch for former 
: British prime minister Tony Blair. 
2 Attendees included Owen Wilson, 
Alex Rodriguez and Larry Gagosian. 
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ELIQUIS® (apixaban) is a prescription medicine used to reduce the risk of stroke and blood clots in; 
people who have atrial fibrillation, a type of irregular heartbeat, not caused by a heart valve problem. 


IMPORTANT SAFETY INFORMATION: 


» Do not stop taking ELIQUIS for atrial fibrillation 
without talking to the doctor who prescribed it for 
you. Stopping ELIQUIS increases your risk of having 
a stroke. ELIQUIS may need to be stopped, prior 
to surgery or a medical or dental procedure. Your 
doctor will tell you when you should stop taking 
ELIQUIS and when you may start taking it again. If 
you have to stop taking ELIQUIS, your doctor may 
prescribe another medicine to help prevent a blood 
clot from forming. 


«» ELIQUIS can cause bleeding, which can be serious, 
and rarely may lead to death. 


» You may have a higher risk of bleeding if you take 
ELIQUIS and take other medicines that increase your 
risk of bleeding, such as aspirin, NSAIDs, warfarin 
(COUMADIN®), heparin, SSRIs or SNRIs, and other 
blood thinners. Tell your doctor about all medicines, 
vitamins and supplements you take. While taking 
ELIQUIS, you may bruise more easily and it may 
take longer than usual for any bleeding to stop. 


« Get medical help right away if you have any of: 
these signs or symptoms of bleeding: 


- unexpected bleeding, or bleeding that lasts a 
long time, such as unusual bleeding from the 
gums; nosebleeds that happen often, or 
menstrual or vaginal bleeding that is heavier 
than normal 

- bleeding that is severe or you cannot control 

- red, pink, or brown urine; red or black stools 
(looks like tar) 

- coughing up or vomiting blood or vomit that looks 
like coffee grounds | 

- unexpected pain, swelling, or joint pain; headaches, 
feeling dizzy or weak 


e ELIQUIS is not for patients with artificial heart valves. 


e Spinal or epidural blood clots (hematoma). People 
who take ELIQUIS, and have medicine injected into 
their spinal and epidural area, or have a Spinal 
puncture have a risk of forming a blood clot that 
can cause long-term or permanent loss of the 
ability to move (paralysis). 








| was taking warfarin. 
But ELIQUIS was a better find. 


| TAKE ELIQUIS® (apixaban) FOR 3 GOOD REASONS: 
1 ELIQUIS reduced the risk of stroke better than warfarin. 
2 ELIQUIS had less major bleeding than warfarin. 
3 Unlike warfarin, there’s no routine blood testing. 


_ ELIQUIS and other blood thinners increase the risk of bleeding which can be 
_ serious, and rarely may lead to death. 





Ask your doctor if ELIQUIS is right for you. 


This risk is higher if, an epidural catheter is placed 
in your back to give you certain medicine, you take 
NSAIDs or blood thinners, you have a history of 
difficult or repeated epidural or spinal punctures. 
Tell your doctor right away if you have tingling, 
numbness, or muscle weakness, especially in your 
legs and feet. 


« Before you take ELIQUIS, tell your doctor if you 
have: kidney or liver problems, any other medical 
condition, or ever had bleeding problems. Tell 
your doctor if you are pregnant or breastfeeding, 
or plan to become pregnant or breastfeed. 


. Do not take ELIQUIS if you currently have certain 
types of abnormal bleeding or have had a serious 
allergic reaction to ELIQUIS. A reaction to ELIQUIS 
can cause hives, rash, itching, and possibly 
trouble breathing. Get medical help right away if 
you have sudden chest pain or chest tightness, 
have sudden swelling of your face or tongue, 
have trouble breathing, wheezing, or feeling 
dizzy or faint. 


You are encouraged to report negative side effects 
of prescription drugs to the FDA. Visit www.fda. gov/ 
medwatch, or call 1-800-FDA-1088. is 

























Please see additional 
Important Product Information 
on the adjacent page. 


Individual results may vary. 


Visit ELIQUIS.COM | 
or call 1-855-ELIQUIS "a 
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IMPORTANT FACTS about ELIQUIS® (apixaban) tablets 


The information below does not take the place of talking with your healthcare professional. Only your healthcare 
professional knows the specifics of your condition and how ELIQUIS may fit into your overall therapy. Talk to your 


healthcare professional if you have any questions about ELIQUIS (pronounced ELL eh k 


a 


What is the most important information 

| should know about ELIQUIS (apixaban)? 

For peepte taking ELIQUIS for atrial 

fibrillation: Do not stop taking ELIQUIS 

without talking to the doctor who prescribed 

it for you. Stopping ELIQUIS increases your 

risk of having a stroke. ELIQUIS may need 

to be stopped, prior to surgery or a medical 

or dental procedure. Your doctor will tell you 

when you should stop taking ELIQUIS and when 

you may start taking it again. If you have to 

stop taking ELIQUIS, your doctor may prescribe 

another medicine to help prevent a blood clot 

from forming. 

ELIQUIS can cause bleeding which can be 

Serious, and rarely Dey lead to death. This is 

because ELIQUIS is a blood thinner medicine 

that reduces blood clotting. 

You may have a higher risk of bleeding if you 

take ELIQUIS and take other medicines that 

increase your risk of bleeding, such as aspirin, 

nonsteroidal anti-inflammatory drugs (called 

NSAIDs), warfarin (COUMADIN®), heparin, 

selective serotonin reuptake inhibitors (SSRIs) 

or serotonin norepinephrine reuptake inhibitors 

(SNRIs), and other medicines to help prevent or 

treat blood clots. 

Tell your doctor if you take any of these 

medicines. Ask your doctor or pharmacist 

if you are not sure if your medicine is one 

listed above. 

While taking ELIQUIS: 

* you may bruise more easily 

¢ it may take longer than usual for any 
bleeding to stop 

Call your doctor or get medical help right 

away if you have any of these signs or 

symptoms of bleeding when taking ELIQUIS: 

* unexpected bleeding, or bleeding that lasts 

a long time, such as: 

* unusual bleeding from the gums 

¢ nosebleeds that happen often 

* menstrual bleeding or ae bleeding 
that is heavier than norma 

bleeding that is severe or you cannot control 

red, pink, or brown urine 

red or black stools (looks like tar) 

cough up blood or blood clots 

vomit blood or your vomit looks like coffee 

grounds 

* unexpected pain, swelling, or joint pain 

« headaches, feeling dizzy or weak 

ELIQUIS is not for patients with artificial 

heart valves. 

Spinal or epidural blood clots (hematoma). 

People who take a blood thinner medicine 

(anticoagulant) like ELIQUIS, and have medicine 

injected into their spinal and epidural area, 

or have a spinal puncture have a risk of 
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forming a blood clot that can cause long-term 

or permanent loss of the ability to move 

(paralysis). Your risk of developing a spinal or 

epidural blood clot is higher if: 

¢ a thin tube called an epidural catheter 
is placed in your back to give you certain 
medicine 

¢ you take NSAIDs or a medicine to prevent 
blood from clotting 

« you have a history of difficult or repeated 
epidural or spinal punctures 

¢ you have a history of problems with your 
spine or have had surgery on your spine 

If you take ELIQUIS (apixaban) and receive 
spinal anesthesia or have a spinal puncture, 
your doctor should watch you closely for 
symptoms of spinal or epidural blood clots 
or bleeding. Tell your doctor right away if you 
have tingling, numbness, or muscle weakness, 
especially in your legs and feet. 

What is ELIQUIS? 

ELIQUIS is a prescription medicine used to: 

¢ reduce the risk of stroke and blood clots in 
people who have atrial fibrillation. 

* reduce the risk of forming a blood clot in the 
legs and lungs of people who have just had 
hip or knee replacement surgery. 

« treat blood clots in the veins of your legs 
(deep vein thrombosis) or lungs (pulmonary 
embolism), and reduce the risk of them 
occurring again. 

It is not known if ELIQUIS is safe and effective 

in children. 


Who should not take ELIQUIS? 

Do not take ELIQUIS if you: 

* currently have certain types of abnormal 
bleeding 

* have had a serious allergic reaction to 
ELIQUIS. Ask your doctor if you are 

What should | tell my doctor before taking 

ELIQUIS? 

Before you take ELIQUIS, tell your doctor if 

you: 

¢ have kidney or liver problems 

¢ have any other medical condition 

* have ever had bleeding problems 

* are pregnant or plan to become pregnant. 

It is not Known If ELIQUIS will harm your 

unborn baby 

are breastfeeding or plan to breastfeed. 

It is not Known if ELIQUIS passes into your 

breast milk. You and your doctor should 

decide if you will take ELIQUIS or breastfeed. 

You should not do both 

Tell all of your doctors and dentists that you are 

taking ELIQUIS. They should talk to the doctor 

who prescribed ELIQUIS for you, before you 

have any surgery, medical or dental procedure. 
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This independent, non-profit organization provides assistance to qualifying patients with financial hardship who 
generally have no prescription insurance. Contact 1-800-736-0003 or visit www.bmspaforg for more information. 
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ur doctor about all the medicines you 
take, including prescription and over-the- 
counter medicines, vitamins, and herbal 
supplements. Some of your other medicines 
may affect the way ELIQUIS (apixaban) works. 
Certain medicines may increase your risk of 
bleeding or stroke when taken with ELIQUIS. 
How should | take ELIQUIS? 
Take ELIQUIS exactly as prescribed by your 
doctor. Take ELIQUIS twice every day with or 
without food, and do not change your dose or 
Stop taking it unless your doctor tells you to. 
If you miss a dose of ELIQUIS, take it as soon 
as you remember, and do not take more than 
one dose at the same time. Do not run out 
of ELIQUIS. Refill your prescription before 
ou run out. When leaving the hospital 
ollowing hip or knee replacement, be sure 
that you will have ELIQUIS available to avoid 
missing tps If you are taking ELIQUIS 
for atrial fibrillation, stopping ELIQUIS may 
increase your risk of having a stroke. 


What are the possible side effects of 

ELIQUIS? 

« See “What is the most important 
information | should know about 
ELIQUIS?” 

¢ ELIQUIS can cause a skin rash or severe 
allergic reaction. Call your doctor or get 
medical help right away if you have any of 
the following symptoms: 
¢ chest pain or tightness 
* swelling of your face or tongue 
¢ trouble breathing or wheezing 
¢ feeling dizzy or faint 

Tell your doctor if you have any side effect that 

bothers you or that does not go away. 

These are not all of the possible side effects of 

ELIQUIS. For more information, ask your doctor 

or pharmacist. 

Call your doctor for medical advice about side 

effects. You may report side effects to FDA at 

1-800-FDA-1088. 

This is a brief summary of the most 

important information about ELIQUIS. 

For more information, talk with your 

doctor or pharmacist, call 1-855-ELIQUIS 

(1-855-354-7847), or go to www.ELIQUIS.com. 


Manufactured by: 

Bristol-Myers Squibb Company 
Princeton, New Jersey 08543 USA 
Marketed by: 

Bristol-Myers Squibb Company 
Princeton, New Jersey 08543 USA 
and 

Pfizer Inc 

New York, New York 10017 USA 


COUMADIN® is a trademark of Bristol-Myers Squibb 
Pharma Company. 


& Bristol-Myers Squibb (Pfizer) 


ASTIN 
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ELIQUIS is a trademark of Bristol-Myers Squibb Company. 
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CELEBRITIES 


Highest-Paid 

WW ity Ce Rll 

The top ten combined earned 
$1.4 billion pretax last year— 


nearly half of which went into 
Dr. Dre’s pocket. 


RICHARD SCHULZE 


|:$620 MILLION 
The superproducer’s payout from Apple’s 
$3 billion purchase of Beats gave Dre the 
biggest annual haul of any musician ever 
evaluated by FORBES. 


| $115 MILLION 
Queen B’s most lucrative year came 
courtesy of her Mrs. Carter Show world 
tour, a surprise album release and 
endorsements with Pepsi and H&M. 


| $100 MILLION 
The aging rockers’ ongoing History of 
the Eagles tour helped them earn more 
last year than Lady Gaga, Kanye West 
and Miley Cyrus—combined. 


| | $82 MILLION 
The tail end of their Because We Can 
tour, which grossed a quarter of a billion 
dollars overall, pushed the New Jersey 
rockers into the top five. 


N | $81 MILLION 
That other Garden State notable grossed 
more than $3 million per night during 
his 34-date High Hopes tour with the 

E Street Band. 


: | $80 MILLION 
» More problems, more money: Despite 
his lousy behavior on multiple continents, 


" Se eae ci Olle) Ul eka 


FORBES ESTIMATES FOR PRETAX INCOME FROM JUNE 2013 TO JUNE 2014. 


*» biggest payday of his career. 


eed | $75 MILLION 

area ono a eee ae Ana 
jaa one direction—up—thanks to lucrative 

Pe 4 live dates, Pepsi ads and a No. 1 album, 


Midnight Memories. 


| $71 MILLION 
The oldest artist on this list, the 72-year- 
old Cute Beatle is still rocking his way 
around the world—and grossing more 
than $3.5 million per city. 


| $66 MILLION 
The former supermarket stock boy is 
now the world’s top-paid DJ, scoring 
six-figure nightly fees and millions more 
producing hits for Rihanna, Katy Perry 
and others. 


| $65 MILLION 
Country’s top earner is a diversified 
money machine whose commercial 
interests include his own record label, 
mescal line and restaurant chain. 


ALL FIGURES AT THE TOP OF THIS AND SUBSEQUENT PAGES REPRESENT CHANGES IN WEALTH BETWEEN 
NOV. 18 AND DEC. 2. SOURCES: INTERACTIVE DATA VIA FACTSET RESEARCH SYSTEMS; FORBES. 


TH: $2.8B 


Christmas comes early for Best Buy founder 
the retailer announced a 22% boost in online 
sales and doubled profits in the last year. 


NEW BILLIONAIRE 
Hot Properties 


Silicon Valley real estate developer 
Jay Paul has built himself a fortune 
by filling tech giants’ office needs. 


ALTHOUGH HIS buildings serve as 

homes for world-famous companies like 

Microsoft, Amazon and Google, Jay Paul 

is virtually unknown. Over the past 40 

years the publicity-shy San Francisco- 

based builder has quietly amassed an 

estimated $1.5 billion net worth by satiat- 

ing the desire for high-end office space 

among Silicon Valley’s top tech firms. 
Google, which already leases 1.2 

million square feet from his privately 

held Jay Paul Co., recently signed on 

for another 1.9 million square feet in 

Moffett Place, a Sunnyvale development 

in progress. Paul’s first project in San 

Francisco proper, which broke ground in 

November, will reshape the city’s skyline 

with the 56-story 181 Fremont, the tallest 

mixed-use tower west of the Mississippi. 
Now 67, Paul grew 

up in Rhode Island and 

followed his father into 

the savings-and-loan 

business before getting 

into real estate. He 

started building 

offices in Silicon 

Valley in the early 

1980s with part- 

ners. These days 

he builds alone; his 

firm owns nearly 

4 million square 

feet of office space, 

plus a smattering of © 

retail, with an equal 

amount under develop- 

ment. With Google alone 

looking to add several 

thousand new workers 

per year in the Bay Area, 

Paul seems well positioned 

for further growth. 
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TOP-EARNING MUSICIANS BY ZACK O’MALLEY GREENBURG; NEW BILLIONAIRE BY KATIA SAVCHUK 
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BUSINESS LIBRARY 


Turning the Page on 2014 


Keurig king’s caffeine high starts to wear off: 
Sales of its coffeemakers are down 5% in the 
last year; it predicts stalled growth in 2015. iiss. 


ROBERT STILLER 


-$180 MILLION 


NET WORTH: $1.4 BILLION 





Sound money, timeless innovation and the virtues of laissez-faire: FORBES Chairman and 
Editor-in-Chief Steve Forbes selects (in no particular order) his eight favorite books of the year. 


yj LED bp RSS _ 
ADVENTURES 


Business Adventures: Twelve Classic Tales 

From the World of Wall Street 

BY JOHN BROOKS (OPEN ROAD MEDIA, $16.95) 

First published in 1969 and reissued this year, 
Brooks’ vividly written tales cover territory as vast 
as Xerox’s early success, the failure of the Edsel 
and the first big modern insider-trading scandal. 
Bill Gates and Warren Buffett call this their favorite 
business book; it’ll surely be one of yours, too. 


LOTTE 
Tales from 
Co ey 
URS ee 








Money: How the Destruction of the Dollar 
Threatens the Global Economy—and What 

We Can Do About It 

BY STEVE FORBES AND ELIZABETH AMES 

(MCGRAW-HILL EDUCATION, $28) 

It’s unseemly for a writer to toot his own horn, so 
we'll let George Melloan, reviewing the book in the 
Wall Street Journal, do it for us: “A gem of a book 
about economic principles and wayward policy.” 








Moonshot!: Game-Changing Strategies to Build 
Billion-Dollar Businesses 

BY JOHN SCULLEY (ROSETTABOOKS, $27.95) 

Powerful and persuasive, illustrating principles and carnemncemcninan | 
observations with real-life stories. Sculley—the aes i 
former CEO of both Pepsi and Apple—rightly notes Moonshot! i 
that there has never been a better time to launch a ij 
a transformative business. His takes on the cloud, 
wireless sensors, big data, mobile devices and the 
uselessness of traditional business plans all ring true. 
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Strategies to Build 


; _bihion-Dottar Businesses 





The Soft Edge: Where Great Companies 

Find Lasting Success 

BY RICH KARLGAARD (JOSSEY-BASS, $28) 

FORBES publisher Karlgaard notes that the 
underappreciated side of long-term success is the 
so-called “soft edge”: trust, smarts, teams, taste 
and story. These intangibles might strike some 

as nice but superfluous, but Karlgaard makes the 
case that mastery of the soft edge is what truly 





distinguishes great companies from all others. 


Money: Master the Game— 

7 Steps to Financial Freedom 

BY TONY ROBBINS (SIMON & SCHUSTER, $28) 

Robbins has done a phenomenal amount of 
research, as well as in-depth interviews with an 
impressive array of today’s best investment minds. 
As a result, this book will appeal equally to the 
beginner and the most sophisticated money jockey 
overseeing billions of dollars in assets. 
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The Innovators: 
How a Group of 
Hackers, Geniuses 
and Geeks Created 
the Digital 
Revolution 


BY WALTER ISAACSON 
(SIMON & SCHUSTER, $35) 
Isaacson’s book 
offers a magisterial, 
detailed sweep, from the invention of the steam engine to 

the high-tech marvels of today, with profiles of the great 
innovators who made it all happen. Among the book’s 
excellent advice is this gem from computing pioneer Howard 
Aiken: “Don’t worry about people stealing an idea. If it’s 
original, you will have to ram it down their throats.” 





The Forgotten Depression—1921: 
The Crash That Cured Itself 

BY JAMES GRANT (SIMON & SCHUSTER, $28) 
The first year of this post-World 
War | slump was far worse than the 
first year of the Great Depression 
less than a decade later. Yet the 
1921 version ended almost as 
abruptly as it began. Why? Because 
Washington slashed spending and 
taxes, and the Fed deflated. Grant 
engagingly tells the tale of this 
extraordinary episode, which has 
been shoved down the memory 
hole because it doesn’t comport 
with reigning economic orthodoxy. 


Zero to One: Notes on Startups, 
or How to Build the Future 

BY PETER THIEL AND BLAKE MASTERS 
(CROWN BUSINESS, $27) 
Chockablock with searing 
insights from a man who 

knows investing (he was early 
to put money into Facebook) 
and startups (his own PayPal). 
Counterintuitively, Thiel 

notes that the pace of big 
breakthroughs has been slowing 
down since the early 1970s. 
Another plug for my book: That 
period also happens to be when the United States went off 
the gold standard. When the value of money is debased, 
it’s no surprise that people invest less in the future. 








PHOTOGRAPH: DOUG MURRAY / REUTERS (TOP) 
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Emperor 
Jahangir's 
Dagger 


THIS ORNATE WEAPON, 
forged in the early 17th 
century for the Mughal 
emperor Jahangir, sold 

for an estimated $250,000 
to Qatar’s royal family in 
2013. It’s not just another 
fancy steak knife: Its peri- 
patetic history links it to 
the Taj Mahal, the man 
behind Morse code and a 
well-known arms dealer in 
Pittsburgh. And at age 390 or 
so, it still looks pretty sharp. 


Jahangir’s dagger goes 
on display in “Treasures 
from India: Jewels from 
the Al-Thani Collection” at 
New York’s Metropolitan 
Museum of Art. Care 
to see it? It'll be there 
through Jan. 25. 





Sheikh Hamad bin Abdullah 
Al-Thani, of Qatar’s ruling family, 
acquires the shiv from a private 

collector for his family’s exten- 
sive holdings of royal Indian 
artifacts. San Francisco dealer 

Greg Martin, who has previ- 

ously sold antique arms to the 
Al-Thanis, prices it at more than 
a quarter-million dollars. 
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Jahangir, a passionate patron 
of the arts during his 22-year 
reign, commissions the jade 
hilt with a carved youth’s head 
(believed to be based on an 
ivory representation of Jesus). 


Upon Jahangir’s death in 1627 at 
age 58, the dagger passes to his 
son and successor, Shah Jahan, 
who has the steel blade re- 
worked and inscribed with gold, 
including two Mughal symbols: 
the royal umbrella (chattr/) and 
auspicious fish (mah/). That 
same decade, to honor his late 
third wife, Shah Jahan be- 
gins constructing an elaborate 
mausoleum: a white-marble pile 
called the Taj Mahal. 





The dagger is owned by Samuel F.B. 
Morse, inventor of the telegraph and 
co-inventor of his eponymous code, 
who was also an accomplished 
painter and art collector. 


Bernard Braverman, an antique- 
arms expert who ran the weapons 
retailer Braverman Arms Co. (still in 

business) near Pittsburgh 

for 30 years, acquires the knife 

for his private collection. 


Braverman consigns the dagger 
to Christie’s, which auctions it in 
London in April 1974 to a private 
collector for an undisclosed sum. 
Eight years later it appears in an 
exhibition at the Victoria & Albert 
Museum, then drops out of sight 
for three decades. 





NET WORTH: $7.3 BILLION 

Only three months after launching his new 350-foot- 
long yacht, New Zealand’s richest man orders a 380-foot 
backup, complete with a helicopter deck and hangar. 





GRAEME HART 


+YACHT 








Leap Year 


Members of the Forbes 30 
Under 30 who stepped up 
in 2014, in 30 words or less. 





DROPCAM | 28 

Google-owned Nest acquired Duffy's 
Dropcam, which allows users to monitor 
their homes remotely via Wi-Fi-enabled 
cameras, for $555 million in June. 





LOS ANGELES 
ANGELS | 23 


The three-time 
all-star outfielder 
was the American 
League’s MVP and 
signed a six-year, 
$145 million deal 
with the AL West 
champions. 








GENERAL ASSEMBLY | 28, 28 


The academy for aspiring Web develop- 
ers clased a $35 million funding round and 
launched a “microcredentialing” program 
for coders supported by partners including 
GE and PayPal. 
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PROVENANCE BY MICHAEL SOLOMON ; 30 UNDER 30 BY KATHRYN DILL 


ee ues 


Inspire the Next 


“WHAT IF WE COULD 
ALL BE DOCTORS?” 


Good question. But with so many healthcare issues facing 

our cities like the challenges of an aging population, 
lifestyle-related diseases and soaring costs, doctors alone 

are not the answer. That's why Hitachi has an innovative 
approach that looks at the big picture. From prevention and 
examination to therapy and rehab, we're using our information 
technologies along with medical equipment to make things 
better for caregivers and patients. For generations to come. 
Hitachi Social Innovation. 8 


social-innovation.hitachi.com 





CHARLES ERGEN 


+$1.8 BILLION 


NET WORTH: $19.4 BILLION 
After pricey government auction of wireless 


spectrum, analysts estimate his Dish Networks’ share 
Cea ce ¢ Oa i of it could be worth more than $45 billion. 














SIX BILLION DOLLAR MAN INDEX 100000 
The $5,994,000,000 
Upgrade ; 0 
7 4000 
IN THE 1970s television show The Six AR 3000 
Million Dollar Man, astronaut-turned- 
cyborg secret agent Steve Austin (played foe 
admirably by Lee Majors) and his bionic 
implants helped ensure the survival of 
sine: f 10000 

truth, justice and the American way. 
Now Mark Wahlberg has reportedly 
signed on for a movie remake: The Six ena 
Billion Dollar Man is due out in 2016. feae 

And while it’s nice to see Hollywood no 
paying heed to the concept of inflation, 
the Office of Scientific Intelligence way 2000 
overpaid for its new bionics. If a cup of 
coffee had increased in cost as much TUITION INDEX 
as Austin’s bionic eyeball, your jolt 1000 
of morning joe would now run about NDE 
$360. Even the most outrageously oo 
cost-inflated items we could think of— 500 
health care and college tuition—have CPIINDEX. 42° 
gone up just 1,800% and 1,000% over 300 
the last four decades, respectively. 

What the critics will say about the Z00 
remake is anyone’s guess. As for the 
filmmakers’ grasp of realistic econom- 1973=100 we 


ics? We'll give them a generous C-plus. 
















Evan Williams jee How Many 


The Twitter cofounder’s - Ha Na Personal 
advice for startup CEOs. “eas Staff Do 


“Focus on something you care x You Employ 
about personally. If you're doing we i. ae At Your 
KOCHI A Gas RVC MIA LaI =. - os Residences? 
a good idea or others will buy it ¥ 
or it'll get funding, that's a bad 
reason, and you're less likely 

to be successful. Do something. 
because you really want it to 


AGM AM iA uel lem >50 
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BY THE NUMBERS BY LIYAN CHEN 


Be like a kid 
Inan ETF 
candy store. 


Get more choices for your portfolio. 


We think investors should have lots of choices. So we offer 
ETFs to help diversify and balance out portfolios. You can even 
choose from a select list of funds independently researched by 
Morningstar Associates. Plus, we have over 100 ETFs that can 
be traded commission-free. How sweet is that? 





Get up to $600 when you open a new account. Ameritrade 


Learn how to make ETFs a part of your you got this. 
investment strategy at tdameritrade.com/etf. 


Carefully consider the investment objectives, risks, charges, and expenses before investing. A prospectus, 
obtained by calling 800-669-3900, contains this and other information about an investment company. 
Read carefully before investing. 


Service and exception fees still apply. ETFs can entail risks similar to direct stock ownership, including market, sector, or industry risks. 
To trade commission-free ETFs, you must be enrolled in the program. If you sell an eligible ETF within 30 days of its being purchased 
commission-free, a short-term trading fee will apply. Market volatility, volume, and system availability may delay account access and trade 
executions. 

Morningstar Associates, LLC, a registered investment advisor and wholly owned subsidiary of Morningstar, Inc., selects commission-free 
ETFs from the universe of ETFs made available through TD Ameritrade, a universe which does not include all ETFs available in the marketplace. 
Particular commission-free ETFs may not be appropriate investments for you, and there may be other ETFs or investment options offered 
by TD Ameritrade that are more suitable. Morningstar Associates is not affiliated with TD Ameritrade. The Morningstar name and logo are 
registered marks of Morningstar, Inc. 

Offer valid through 04/30/2015. Funding of $25,000-$99,999 receives $100; funding of $100,000-$249,999 receives $300; and 
funding of $250,000 or more receives $600. Cash bonus subject to twelve-month funding-duration condition. See Web site for details and 
other restrictions/conditions. This is not an offer or solicitation in any jurisdiction where we are not authorized to do business. TD Ameritrade, 
Inc., member FINRA/SIPC. TD Ameritrade is a trademark jointly owned by TD Ameritrade IP Company, Inc. and The Toronto-Dominion Bank. 
© 2014 TD Ameritrade IP Company, Inc. All rights reserved. Used with permission. 


PROMOTION 


THE PURSUIT OF 


PEREEL | 


Induction into a Scotland Hall of 
Fame Is Reserved for the Exceptional [ 


There’s good—and then there’s truly great. Many 
Scottish virtuosos have surpassed basic benchmarks 
and become world leaders in an impressive breadth of 
industries. From leading fashion designers to quantum 






Pn Ret the future, electronics manufac- 
turing has also paved the way forward. Recently, 
one of the country’s engineering associations 
announced its newest inductees, including the 
father of diagnostic sonography techniques. He 
joins a long list of breakthrough pioneers such as 
the inventor of the multi-articulating bionic hand 
and ‘others who made the impossible a reality. 


engineers, only the most adept experts are chosen for 
induction into the Hall of Fame in their field. It is an 
honor reserved for the best, which is why only a small 
percentage of talented Scotsmen and women become 
part of these elite consortiums. 





With a heritage of luxurious textiles, this country 


has bred many sought-after style icons recog- 


She Finest Cut 


Another key Scottish industry, whisky production, also main- 
tains the highest quality standards. Selective by nature, the Ma- 
and the influential fashion photographer icon callan distillery uses only 16% of the whisky it distills in its oak 
whose reputation for excellence precedes him. casks for its 190-year-old Single Malt Whisky. This “finest cut” 
represents both one of the smallest percentages in the industry 
and the reason for the distinctively rich taste of The Macallan. 


nized by Scottish award councils. Its ranks 
include the edgy, Newarthill-born fashion 
designer known for his debut Day-Glo collection 





A WORLD OF MASTERY 





Ree cael 


RARE CASK 


ILAND SINGLE MALT 
SCOTCH WHISKY - 


Mreets-7 tegen 
eee OT i rcai ae 
eal 5. Teale 
Stet |! decree 


| i 


} 








Introducing The Macallan Rare Cask, the single malt whisky for the truly selective. 
The finest liquid is hand-chosen from the rarest 1% of ‘The Macallan’s 
sherry-seasoned oak casks for an exceptionally rich, vibrant ruby red whisky. 


Available in limited quantities. 
as, New York, NY. Demonstrate your discernment, enjoy responsibly 


Vol. Imported by Edrington Amer 


h Whisky, 43% Ale., 
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DAVID DUFFIELD 


-$6350 MILLION © 


NET WORTH: $6.9 BILLION | 

Shares in his Workday, which makes HR and | — 
financial-management software, slide 10% after he 
it announces slow growth and increasing losses. é rat ¥. 







FAIR TRADE 

P&G planned to give 
Folgers to shareholders 
until the equally tax- 
efficient option to merge 
with smaller Smucker arose. 


BEAN COUNTING 

The coffee business 
(including making and 
distributing Dunkin’ Donuts’ 
packaged java) accounted for 
53% of J.M. Smucker’s fiscal 
2014 segment profits, at 


In a Reverse Morris Trust merger with $642 million—a steep climb 
from $227 million in fiscal 08 


GMUCKER'S: under the P&G umbrella. 


November 6, 2008 SCARED ON THE STREET 
Morgan Stanley rye RRM ccom ais See ne 
financing from banks was 
no casual kaffeeklatsch at 
the height of the financial 
crisis. Lehman Brothers 
blew up while the deal was 
on final approach, and only 
P&G’s rock-solid finances 
ensured a safe landing. 


Proet er & 


Has split-off 





TWO GREAT TASTES 
Smucker and P&G weren't 
strangers before the deal. 
é Bankers at New York’s 

JU 9 HEAGL2G WOLWe [LAeF WELRGL MIF William Blair had put 
together a 2001 deal for 
Smucker to buy P&G’s Jif 
peanut butter and Crisco 
cooking spray units. 


BY STEVE SCHAEFER 


PHOTOGRAPH: DAVID ARKY; TIM PANNELL (TOP) 


Visit THE 


PHILIPPINES 
YEAR 
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BUSINESS GROWTH : 
THROUGH JET OWNERSHIP 


Entrepreneur Matches Business Plans with Upgrade Path, Capabilities 





ook manufacturer Chris Kurtzman 
had thought about trading in his 
single-engine turboprop for a 
jet for quite a while. His TBM 700 
served him well for a decade, but he was 
ready for more range, more speed, greater 
weather-topping capability and more com- 
fort. When he saw the Cessna Citation M2, 
“It just felt right,” says Kurtzman, a 20-year 
pilot with more than 3,000 hours. 

“| looked at other aircraft, but | chose the 
M2 because it goes along with Cessna’s other 
products and allows me to easily move up to 
bigger, faster jets in the future,” he explains. 

Kurtzman primarily uses the M2 for busi- 
ness travel. With the company’s headquar- 
ters in Minnesota, printing operations in 
Ohio, Maryland and California, offices in Illi- 
nois and Maryland, and customers spread 
out across the country, Kurtzman typically 
flies weekly to both oversee his operations 
and quickly respond to customers’ needs. 

According to Scott Ernest, president 
and CEO of Textron Aviation, the maker of 
Cessna and Beechcraft products, provid- 
ing new jet owners with aircraft that help 
meet business priorities in terms of mis- 
sion scope and operations is at the heart of 
Cessna’s product and service investments. 

“Half of the new jet products we are 
delivering, like the Citation M2, are recently 





certified aircraft,” Ernest says. “What's impor- 
tant is to keep our product-development 
pipeline full, because for operators of 
business aviation, new technology is key.” 
Indeed, Textron Aviation maintained 
robust R&D investment in 2014, with an 
eye toward getting new 
airplanes on the draw- 
ing board or seeing them 
enter the early stages of 
development. 
“We have a unique op- 
portunity to leverage the 
expertise of 1,700 engi- 
neers as we bring products 
to market that excite our 
customers,” says Ernest. 
The newest jet in the 
Cessna product portfolio, 
the Citation Latitude, will 
be available in early 2015 and features a 
six-foot-tall stand-up cabin with a flat floor, 
the first of its kind in the midsize category. 
Four other Cessna aircraft have achieved 
certifications during the past year, includ- 
ing the Citation X+, the fastest business jet 
in production; the Citation Sovereign+; the 
Citation CJ3+; and the Citation M2. 

The company also recently introduced 
ProManagement, an owner support sys- 
tem designed to increase efficiency, reduce 





costs and optimize the resale value of 
Beechcraft and Cessna aircraft. “The pro- 
gram eases first-time owners into business 
aviation and simplifies the aircraft owner- 
ship experience,” Ernest explains. 

This compte neae te approach matters. 

wae Kurtzman anticipated a 
learning curve for the move 
from the TBM single-engine 
turboprop to the Citation 
M2 business jet, and he was 
pleasantly surprised at how 
quickly he transitioned into 
the Citation’s sophisticated 
flight deck. 

“It was a much easier 
transition to the jet than | 
expected. The M2 is an easy 
jet to fly with the Garmin 
* G3000 avionics platform. 
The FADEC (full authority digital engine 
control) handles a lot of the operations for 
you. It simplifies flying,” says Kurtzman, who 
previously operated a Beechcraft Bonanza 
and Beechcraft Baron. 

“It took less mentor pilot hours than | 
expected, and the insurance ended up 
costing less on a per-haul basis than for 
my TBM. The M2 is a great airplane, and 
I’m really happy with how the transition 
went,” he adds. oS 


The Latitude has landed. 


Our next-generation Citation is redefining the midsize category, and competing jets will find themselves 


way out of their comfort zones. 


It will flat out floor you. The 6-foot-5-inch-wide, 6-foot-high, flat-floor interior is just for openers. You'll 
also be wowed by the wireless cabin technology, Garmin G5000" avionics and 2;700-nm range. We based 
our clean-sheet design on Citation standards of reliability, efficiency and quality — and went up from there. 
Including a simple push-button, electric cabin door with stairs that won’t take up cabin space. 


From the people who know you, the business jet that understands your needs. Redefine your business 
travel for a higher Latitude. Visit latitudejet.com to learn more. 
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HAROLD HAMM 


-$3.4 BILLION 


NET WORTH: $9.2 BILLION 
Coughed up $1 billion in recent divorce but 
three times as much from latest oil-price dive. 
Total losses since August: $11.4 billion. 


America’s Best-Managed Companies 


WE SCREENED 1,190 
companies with at least 

$1 billion in sales for the ob- 
vious metrics: sales growth, 
return on total capital, debt 
to total capital, earnings 
outlook and stock market 
returns. On this page you 
see the best of the best, by 
our criteria. How much did 
current management con- 
tribute? We measured the 
return for each stock over 
the tenure of the current 
CEO, then benchmarked it 
against the broader market 
as measured by the S&P 
and, more fairly, against 

its industry. A few misses, 
sure, but overall our list has 
delivered an index-crushing 
2,900% return on average. 


Industry 
COMPANY 


CEO Name 
CEO Tenure 
Stock Total Return Under CEO 


Stock Total Return vs. 
S&P 500 During CEO Tenure 


Stock Total Return 
vs. S&P 500 Industry 
During CEO Tenure 


AEROSPACE & DEFENSE 


CAPITAL GOODS 





WABCO HOLDINGS 





JACQUES ESCULIER 
7 YEARS 





113% // 46% // 63% 





CHEMICALS 





SHERWIN-WILLIAMS 





CHRISTOPHER CONNOR 
15 YEARS 








OIL & GAS OPERATIONS 








VALERO ENERGY 





JOSEPH GORDER 
7 MONTHS 





-9% // -21% // -1% 





RETAILING 





ULTA SALON, 
COSMETICS & FRAGRANCE 





MARY DILLON 
1 YEAR 





26% // -6% // -1% 


















































































































































BOEING COMPANY 








JAMES MCNERNEY 
































9 RS 
BSBA a (5 


BANKING 




















SVB FINANCIAL GROUP 




















GREGORY BECKER 
4 YEARS 








86% // 19% // 29% 











BUSINESS SERVICES & SUPPLIES 





PRICELINE GROUP 





DARREN HUSTON 
11 MONTHS 


-3% // -17% // -15% 








FOR CEOS WHO LED THE COMPANY BEFORE IT BECAME 

PUBLIC, WE USE THE IPO DATE FOR CALCULATION. 

NA: INDUSTRY TOTAL RETURN DATA NOT AVAILABLE. 
SOURCES: FACTSET RESEARCH SYSTEMS; S&P CAPITAL /Q. 
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FOOD MARKETS SEMICONDUCTORS 
1,523% // 1,409% // 1,217% UNITED NATURAL FOODS SKYWORKS SOLUTIONS 
STEVEN SPINNER DAVID ALDRICH 
6 YEARS 12 YEARS 
214% // 118% // 96% 1,245% // 1,071% // 1,116% 
HEALTH CARE EQUIPMENT & SERVICE SOFTWARE & SERVICES 
EDWARDS LIFESCIENCES COGNIZANT TECHNOLOGY 
MICHAEL MUSSALLEM SOLUTIONS 
CONGLOMERATES 14 YEARS FRANCISCO D’SOUZA 
AMETEK 1,839% // 1,755% // 1,648% 7 YEARS 
FRANK HERMANCE 182% // 109% // 75% 
15 YEARS HOTELS, RESTAURANTS & LEISURE 
1,780% // 1,673% // 1,751% CHIPOTLE MEXICAN GRILL TECHNOLOGY 
STEVE ELLS AND MONTY MORAN HARDWARE SEGUE 
CONSTRUCTION 21/5 YEARS F5 NETWORKS 
JONES LANG LASALLE 1,380% // 1,283% // 1,201% JOHN MCADAM 
COLIN DYER at aeee 
10 YEARS 380% // 292% // 382% 
376% // 247% // 228% 
TELECOMMUNICATIONS SERVICES 
CONSUMER DURABLES VERIZON COMMUNICATIONS 
GENTEX LOWELL MCADAM 
FRED BAUER ae 
28 YEARS 58% // -15% // 12% 
16,358% // 14,761% // NA 
HOUSEHOLD & PERSONAL PRODUCTS TRADING COMPANIES 
DIVERSIFIED FINANCIALS UNDER ARMOUR FASTENAL COMPANY 
AFFILIATED MANAGERS KEVIN PLANK WILLARD OBERTON 
GROUP 19 YEARS 12 YEARS 
SEAN HEALEY 
Si 1,005% // 904% // 880% 530% // 347% // 179% 
105% // 26% // 45% INSURANCE 
AMTRUST 
DRUGS & BIOTECHNOLOGY FINANCIAL SERVICES 
ALEXION PHARMACEUTICALS BARRY ZYSKIND 
LEONARD BELL 12 YEARS 
22 YEARS 824% // 746% // 832% 
8,618% // 8,262% // 6,768% 
MATERIALS 
FOOD, DRINK & TOBACCO KAPSTONE PAPER TRANSPORTATION 
MONSTER BEVERAGE AND PACKAGING DELTA AIR LINES 
RODNEY SACKS ROGER STONE RICHARD ANDERSON 
24 YEARS 9 YEARS 7 YEARS 
40,635% // 39,624% // 39,025% 1,128% // 1,021% // 1,006% 169% // 104% // 9% 
MEDIA UTILITIES 
MADISON SQUARE GARDEN WISCONSIN ENERGY 
THOMAS SMITH GALE KLAPPA 
9 MONTHS 10 YEARS 
28% // 14% // 18% 333% // 200% // 134% 
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OppenheimerFunds* 


The Right Way 
to Invest 


Boring is the new 


EXCITING. 


Opening your bond fund statement shouldn't be OPPENHEIMER CORE BOND FUND 
(OPBYX) 


Seeks competitive returns with low or moderate volatility by 
investing in a diversified mix of high-quality bonds. 





an adventure. It should be pleasantly boring and 
predictable. Which is why our core bond funds 
are actually core bond funds. No surprises. Just 
broad sector diversification. Extensive management 
Pan OPPENHEIMER LIMITED-TERM BOND FUND 
experience. And a disciplined, rigorous investment (OUSYX) 
ic Neo OF VOlatiity 18-al), ine Seeks competitive returns with low or moderate volatility by 
excitement a diversified portfolio needs. investing in a diversified mix of short-term, high-quality bonds. 


Engage your financial advisor today or visit oppenheimerfunds.com/bonds 


or “junk”) bona hich are more at risk of default and are subject to liquidity ri 
Carefully consider fund investment objectives, risks, charges and expenses. Visit oppent I n, 
call your advisor or 1.800.225.5677 (CALL. OPP) for a prospectus with this and other fund information. 
Read it carefully before investing. 
) You 
@ wr in 





©2014 OppenheimerFunds Distributor, Inc 


THOUGHT LEADERS 


RICH KARLGAARD // INNOVATION RULES 





DO JERKS ALWAYS WIN? 


STEVE JOBS WAS a jerk. No one dis- 
putes these facts: He cheated his friend 
_ and Apple cofounder Steve Wozniak 
over a fee from Atari; he denied father- 
ing his daughter Lisa for years and 
implied that her mother was loose; 

he parked his Mercedes in the handi- 
capped slot at Apple; he tried to “fix” 
the Silicon Valley labor market. 

But he was our Steve Jobs, and we 
embraced him. We still do. His cre- 
ations outweighed his flaws. His prod- 
ucts were magnificent, and so is Apple, three years after his death. As 
a leader and a human being, Jobs found his way onto a good path. He 
was mourned by millions and, more important, by friends and family. 

One of Steve Jobs’ legacies is the revival of an eternal question: Is 
being a jerk a feature or a flaw of being an entrepreneur, CEO and/or 
leader? Uber’s founder and CEO, Travis Kalanick, gets more press for 
being a jerk than he does for being a brilliant CEO. Silicon Valley mogul 
Peter Thiel calls Uber “ethically challenged.” But Uber customers in 
New York can now find a ride in the rain. Uber investors are thrilled, too. 
Uber recently completed a round of financing, which now puts Uber’s 
value at $40 billion. Its distant rival, Lyft, is valued at $700 million. Is 
it solace or sour grapes that no one calls Lyft ethically challenged? 


BE YOUR TRUE SELF—AND BE CONSISTENT 


To be or not to be a jerk: That is the question. Earlier this year I sat 

in on a conversation between Jim Davis, the chief marketing officer 
at analytics company SAS, and a Silicon Valley startup CEO who had 
once worked for Jeff Bezos at Amazon. SAS, a private corporation, 

is regularly listed as one of the world’s best places to work. Employ- 
ees enjoy its beautiful corporate campus, on-site child care, fabulous 
food, doctors on staff, salons, etc. Not surprisingly, its turnover is 3.6% 
per year. SAS CEO, Jim Goodnight, is brilliantly quirky and gleefully 
politically incorrect. But no one calls him a jerk. 

Amazon, said the ex-Amazon employee, is the opposite. It “works 
the crap” out of its people and suffers double-digit turnover per year. 
Jeff Bezos is a tough drill sergeant or a ferocious micromanager, de- 
pending on whom you talk to. No one calls him “fatherly,” as they do 
Jim Goodnight. Yet Amazon is a global success. 

How is it possible that SAS, with its nourishing culture, and Ama- 
zon, with its merciless one, both work and are successful? 

The answer is that both SAS and Amazon are clear about their cul- 








RICH KARLGAARDIS THE PUBLISHER AT FORBES. HIS LATEST BOOK, THE SOFT EDGE: WHERE GREAT COMPANIES 
FIND LASTING SUCCESS, CAME OUT IN APRIL. FOR HIS PAST COLUMNS AND BLOGS VISIT OUR WEBSITE 
AT WWW.FORBES.COM/KARLGAARD. 
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tures. There is no confusion or dishonesty at 
these companies. SAS’ message is: We’re a 
family; spend a career with us. Amazon’s is: 
We're the Marines; challenge yourself with us. 

Lousy companies, however, don’t know 
what they are. They say one thing and do anoth- 
er. They blow around like the wind, destroying 
the authenticity and trust of their employees. 

It comes down to leadership. Confused 
leaders can muddy up their culture and 
wreck things in a hurry. But good leaders can 
fix a confused culture quickly. 

Dell did both. Michael Dell made a mis- 
take common to successful tech entrepreneurs 
who find, after a run of great success, that their 
growth is flattening and their stock price is fall- 
ing back to Earth. Dell was slow to see that its 
turbocharged, get-rich-from-your-stock-options 
culture wouldn’t work once the stock price 
flattened or, worse, fell. Recall that during the 
1990s Dell was the fastest-growing stock in the 
US. Its share price went up a thousandfold. 

After the dot-com crash of 2000-01 Dell’s 
stock never rebounded to its alltime high. Even 
though Dell was never in danger of going away, 
it was always disappointing Wall Street. When 
Apple’s market value raced past Dell’s in 2006, 
Dell was seen as a loser, a burned-out star. The 
effect on Dell employees (and on Michael 
himself) was devastating. Leadership at Dell 
was confused, neither consistent nor decisive. 

Finally, in late 2013, Dell decided to doa 
leveraged buyout and took itself private. The 
day Dell did that Michael Dell did something 
else brilliant. He dumped the toxic employee 
forced-ranking system within Dell. The sys- 
tem ranked every employee into one of five 
slots along a bell curve. This turned good em- 
ployees into politicians, bad employees into 
backstabbers and colleagues into enemies. It 
hurt collaboration, which a larger Dell, now 
selling hardware, software and services to 
large accounts, really needs. 

By dumping this system, Michael Dell has 
brought decisive leadership—and growth— 
back to his company. @ 
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Nice to meet you. 


We've changed our name from WellPoint to Anthem, the name 


consumers know us by best. As our companies continue to offer health 
plans that are right for consumers, we feel that going by a name that 


people know and trust is important. We’re Anthem, nice to re-meet you. 


Anthem. 


See the new Anthem at antheminc.com 





THOUGHT LEADERS 


LEE KUAN YEW // CURRENT EVENTS 


DEPENDING ON YOUR NEIGHBORS 


TO PROTECT YOU 


HOWEVER MUCH Singapore pre- 
pares for its first imported case of Ebola, 
its defenses are only as good as those 
put up by the countries in which the 
person has traveled, be it in West Africa 
or aneighboring region. We hope that 
others are as prepared as Singapore is 
to diagnose cases and trace and monitor 
an infected person’s contacts in order 
to prevent the disease from spreading 
: i | within their borders and beyond. 
All countries must prepare for the fact that they could face an 
outbreak of a deadly virus or bacterium from a different region, as is 
happening today with Ebola. Because of increased mobility—espe- 
cially rapid and easy land, sea and air travel—the potential for disease 
carriers to enter a country and quickly spread contagion with devas- 
tating consequences is far greater than ever before. 

To prevent an isolated imported case from developing into an out- 
break, countries must have the capability to act quickly in diagnosing 
and isolating the patient and effectively tracing and monitoring that 
person’s contacts. There should be transparent and prompt notifica- 
tion of such cases to the World Health Organization, as required under 
international health regulations, with subsequent dissemination of the 
information to focal points in neighboring countries, so that vigilance 
there can be maintained. Exit screening should be put in place as a 
precautionary response to a local outbreak, because a worse alterna- 
tive would be for countries to close their borders, with the adverse 
economic and social impact that would bring. 


CHALLENGES ALL COUNTRIES FACE 


* When to quarantine. Disease symptoms may not show up until 
after a traveler has been in a country for some time. 

In the U.S., state and local health authorities have imposed a hodge- 
podge of conflicting rules regarding quarantine. New York and New 
Jersey have experienced great controversy over quarantining health care 
workers returning from treating Ebola-infected patients in West Africa. 
A nurse from Maine was placed in isolation in a Newark medical facil- 
ity and was released only when she threatened to sue the authorities. 

Experts say that quarantining medical professionals who have had 
no unprotected contact with infected patients and show no symp- 
toms of the disease is counterproductive and could deter others from 
heading to the front lines of the crisis to help. But the U.S. Centers 
for Disease Control & Prevention (CDC) has urged active monitor- 








ing of those at risk, meaning that those who 
have been in affected areas must be checked 
for fever daily for 21 days and be restricted in 
their travel and public activities for the dura- 
tion of the virus’ incubation period. 

Seeking to reassure the public, President 
Barack Obama said that health workers who 
volunteer to battle Ebola on the front lines 
“deserve our gratitude, and they deserve to be 
treated with dignity and with respect,’ and 
shouldn’t be discouraged from traveling to 
those places in need. But the Pentagon sent 
mixed signals when, citing the need for “an 
abundance of caution,’ it ordered a 21-day quar- 
antine for all troops returning from West Africa. 
¢ Overcoming fear, stigma and stereotyping. 
When a person jumped into a New York taxi re- 
cently, the driver asked him where he was coming 
from. When the passenger responded, “I am West 
African,” the driver muttered one word: “Ebola.” 

Elsewhere, fear of Ebola is slowing rice 
shipments from Asia to Africa because ship- 
ping crews refuse to travel to affected regions 
or are demanding higher freight charges to 
do so, aggravating a food crisis in one of the 
world’s most malnourished areas. 

Singapore is taking a calibrated, risk-strat- 
ified approach. Anyone with unprotected 
contact with an Ebola-infected patient will 
be quarantined for the duration of the virus’ 
incubation period. (Indeed, were effective 
contact tracing and exit screening in place 
everywhere, such persons would be stopped 
from traveling out of the affected country 
in the first place.) Others with known-but- 
protected contact will be monitored closely, 
including fever checks, and will be advised to 
avoid using public transportation and going 
to crowded places. Travelers from an affected 
area who have no known contact with an Ebo- 
la-infected patient will be provided with the 
advice to seek timely medical attention and 
to declare their travel history if they fall ill. 8 





LEE KUAN YEW, FORMER PRIME MINISTER OF SINGAPORE; DAVID MALPASS, GLOBAL ECONOMIST, PRESIDENT OF ENCIMA GLOBAL LLC; 
AMITY SHLAES, WHO SERVES AS PRESIDENTIAL SCHOLAR AT KINGS COLLEGE AND CHAIRS THE COOLIDGE FOUNDATION BOARD; AND PAUL JOHNSON, EMINENT BRITISH HISTORIAN AND 
AUTHOR, ROTATE IN WRITING THIS COLUMN. TO SEE PAST CURRENT EVENTS COLUMNS, VISIT OUR WEBSITE AT WWW.FORBES.COM/CURRENTEVENTS. 
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A year ago, 
MILLIONS OF AMERICANS 
WERE GIVEN ACCESS TO THIS 
COUNTRY’S GREATEST ASSET. 


ADD NYC TO YOUR PORTFOLIO 


Prodigy Network provides Accredited Investors access to premier Manhattan commercial real 
estate for a minimum investment of $10,000. To date, over 6,000 investors have contributed 
more than $300MM in projects around the world with an anticipated value of over $850MM dollars. 





© 2014 Prodigy Network. This information is not for distribution and does not constitute an offer, or the solicitation of an offer, to buy or subscribe for any securities to any person in any jurisdiction to whom or 
in which such offer or solicitation is unlawful. The securities issued by Prodigy Network will not be registered under the US Securities Act or any other act, and only Accredited Investors inside the United States, 
as defined in 17 CFR 230.501(a), or investors outside the United States who are not “US persons" may purchase them. The information that may be presented herein reflects good faith beliefs or expectations, 
but is not a guaranty and is subject to change. Prodigy’s investments and/or services do not constitute “Crowdfunding” as described in Title Ill of the United States’ Jumpstart Our Business Startups Act 





Be 


As the world's largest bank in RMB business, ICBC is your ideal global partner offering 
proactive solutions for your financial needs in RMB. With a world-wide network, unique 
features, diversified products and an integrated secured IT platform, we are committed 
to provide you with professional RMB services to assist your development in international 
trade and investment. 


www.icbc-ltd.com 


Your Global Partner. IC BC (&) 


Your Reliable Bank. 
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Tommy Hilfiger—shown here in 
Hea Sipe 4c (0) Rolin Clo alee S\oeee sto 
=a his brand hit the skids a decade 
ago. Now the all-American 

label is back in fashion. 
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Turnaround Tommy 


Tommy Hilfiger drove his eponymous all-American fashion 
brand into the ground with a glut of cut-rate merchandise. 
Now a pair of savvy European saviors are bringing it back. 


BY CLARE O’CONNOR 


n Manhattan’s cavernous Park Av- 

enue Armory the thrum of the Roll- 

ing Stones’ “Sympathy for the Devil” 

blared as Mick Jagger’s 22-year- 

old supermodel daughter, Georgia, 
sashayed down the catwalk. Vogue’s Anna 
Wintour was in the front row. So were the 
daughters of rock royalty like Keith Richards, 
Simon Le Bon and Annie Lennox, firing off 
shots on Instagram (#tommyspring15). Ken- 
dall Jenner of clan Kardashian closed out the 
show strutting in a sheer, braless dress, driving 
her 25 million social media followers wild. The 
message of Tommy Hilfiger’s New York Fash- 
ion Week show was as transparent as Jenner’s 
top: After a long and painful fall, he’s back. 

Once the official outfitter of the ’90s’ hip- 
hop set, hitting $2 billion in sales in 2000, 
Hilfiger’s business imploded amid a sea of 
overexposure and baggy, logoed merchandise 
that fast fell out of fashion. “We made the 
mistake of following a trend that was going 
to be short-lived,” says Hilfiger, 63, “because 
any trend is short-lived.” 

But now the brand is hot once again 
thanks to a pair of savvy European business- 
men: Daniel Grieder, 53, Tommy Hilfiger’s 
immaculately groomed Swiss CEO, and his 
Dutch predecessor, Fred Gehring, 60, both 
former stewards of the Hilfiger brand abroad. 
And while they’re longtime Tommy loyal- 
ists, they’re brutally honest about the mess 
they inherited. “It fell off a cliff” Gehring says 
of the American part of the business. They 
bought the company with the help of Lon- 
don-based private equity firm Apax Partners 
in 2006 for $1.6 billion. 

To save Tommy Hilfiger they’re breaking 
all the rules of modern retail: raising prices, 
tailoring clothes smaller, alienating custom- 
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ers and cutting off stores. It’s 
a counterintuitive strategy, 
but it’s working. Worldwide 
revenues hit a record $3.4 
billion in 2013, up 7% from 
the year before (for perspec- 
tive, sales were $1.8 billion 

in 2005, during the brand’s 
slump). Cash flow as defined 
by earnings before interest 
and taxes increased 10% to 
$479 million, with growth not 
just in the expected emerg- 
ing markets of Asia and South 
America but in Europe and 
North America, too, where 
competitors like Michael 
Kors and Hugo Boss have 
struggled. 

“At first glance you 
wouldn’t recognize how this 
brand has come from the 
depths,” says Brian Sozzi, re- 
tail analyst and CEO at Belus 
Capital Advisors. “They’ve 
peeled back on distribution. The quality has 
improved. And I think they’ve broadened out 
who that Tommy Hilfiger customer is.” 

Hilfiger’s is a legendary fashion success 
story—or at least it was for a while. After 
starting out in the late ’60s selling bell- 
bottom jeans and hippie threads on college 
campuses near his hometown of Elmira in 
upstate New York, Tommy Hilfiger became 
the first fashion company to float on the New 
York Stock Exchange, raising $47 million 
in 1992 while clocking $107 million in sales 
($80 million and $180 million in 2014 dol- 
lars, respectively). By the mid-1990s Tommy 
Hilfiger’s oversize jeans and puffer jackets 





TOMMY HILFIGER 


SA8YOS YOS NiddOl TAWVE Ad SHdVYDOLOHd 


Fashion fixers: Tommy 
Hilfiger CEO Daniel 
Grieder and predecessor 
Fred Gehring at their 
flagship store in New 
York City. 





became the teen uniform of the era. “All the 
preppies, all the cool kids, the surfers, the 
skateboarders—everyone was wearing it,” 

he says today, perched on a leather couch in 
his company’s Fifth Avenue flagship store. A 
16-year-old Beyoncé and her group, Destiny’s 
Child, wore his denim overalls over logo 
bikini tops to a 1998 photo call. The designer 
dressed the 17-year-old breakout star of the 
day, Britney Spears, for her “Baby One More 
Time” tour in 1999, 

But by 2000, when revenues reached the 
$2 billion mark, Hilfiger had gotten greedy. 
What started as a preppy menswear label 
making colorful button-downs was now 


selling $20 T-shirts, ac- 
cessories, perfume, sun- 
glasses, bags, homewares. 
His nautical flag logo 

was a mainstay of down- 
market department stores. 
The company’s wholesale 
business—the sale of red, 
white and blue ephemera 
to Belk, Kohl’s, Dillard’s 
and anywhere that would 
take it—swelled to $1.5 bil- 
lion in 2000. 

Worse than market over- 
saturation was the brand’s 
descent into promotions, 

a dirty word in high-end 
retail that means “always 
on sale.” “It had become 

so bad that a shirt that was 
going to have a retail price 
of $69 was designed in such 
a way that even at mark- 
down at $39 it would still 
make money,” says Gehring. 

By 2005 wholesale sales 
had slowed to $500 million. 
Even in Middle America, 
where Hilfiger’s inven- 
tory once thrived, no one 
wanted cut-rate Tommy 
T-shirts. Hilfiger felt it was 
his duty to figure out the 
next move for his flounder- 
ing company, he says. “In 
reality the answer was sit- 
ting right in front of us. It 
was in Europe.” 

Indeed, under Geh- 
ring and Grieder the European business 
had grown from zero in 1997 to just under 
a billion in 2008 without any trace of the 
enormous logos and cheap price tags that de- 
fined Tommy Hilfiger in the U.S. After being 
offered what he calls “crummy” terms from 
US. banks that only knew the brash Tommy 
Hilfiger brand of old, Gehring led a 2006 $1.6 
billion management buyout with the help 
of Apax, which had seen the strength of the 
company in Europe. 

After taking the company private, new 
worldwide CEO Gehring and second-in-com- 
mand Grieder set about remaking stateside 
Tommy Hilfiger in its European image. They 
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PROMOTION | BUSINESS AVIATION 








WRITTEN BY TONY VELOCE 


o business aircraft manufacturer places a higher value 
on product development and creating the optimum 
customer experience than Brazil’s Embraer. Market 
acceptance of such models as the midsize Legacy 500 
and the top-selling Phenom 300, a light jet, has secured the com- 
pany’s reputation for creating one of the most competitive product 
portfolios industry-wide. 

But it’s Embraer’s ability to support owners and operators world- 
wide that recently was put to the test in a very public way: The 
head of privately held Johnsonville Sausage of Sheboygan Falls, 
Wisconsin, a multinational food producer, took a three-week jour- 
ney around the world in the company’s long-range Legacy 650 
jet to conduct business and perform charitable and philanthropic 
activities. Throughout the journey, the chief pilot, André Fodor, 
wrote a colorfully detailed daily blog entitled “One Man’s Legacy.” 

The executive’s meeting schedule was extremely tight, which 
meant that the aircraft’s reliability and uncompromising support 








from Embraer, regardless of location, would be critical. As it turned 
out, the aircraft performed nearly flawlessly. 

Wrote Fodor, “On our flight across the Pacific Ocean, we e-mailed 
the Embraer Contact Center that we had a galley food preparation 
table that failed to operate quite correctly and a refrigerator that 
did not cool as much as we liked. Our expectation was just to pro- 
vide notification using the aircraft’s global Internet system so that 
we could have these items rectified when we returned to our base 
in Orlando, Florida. How surprised were we when Embraer already 
had made plans to resolve these minor issues upon our arrival in 
Singapore. Now that is true customer support at the highest level.” 

To Fodor, the experience illustrates what it is that sets Embraer 
apart from its competitors—namely, its superb product support 
and service involving even the most trivial-seeming matters. “We 
witnessed examples of the long-term investment that Embraer 
has in its products and its people,” Fodor says. “Around the world, 
Embraer proves itself time and again as an OEM.” o 


LOFTY STANDARDS 


André Fodor is the aviation manager 
for Johnsonville Sausage, which oper- 
ates an Embraer Legacy 650. By his own 
admission, he is a “difficult customer 
who's extremely detail oriented” when 
it comes to business aircraft manufac- 
turers and the customer support they 
provide. Having flown many makes of 
business jets and advised numerous 
prospective buyers, he has a solid basis 
for comparison. 

“| expect an OEM to keep its promises 
and do things well and on time,” he says. 


“The Embraer 650 is a lot of airplane for 
the price, but no less impressive is the 
global support that Embraer provides to 
its customers. I've seen it, I've experienced 
it, and I’ve concluded it’s simply part of 
their culture.” 

The key is Embraer’s desire to estab- 
lish and nurture a long-term relationship 
with its customers, according to Fodor. 
Such bonding with the customer is one 
of the most important considerations 
that he takes into account when helping 
someone purchase a business aircraft. “| 
expect unparalleled service, and that’s 
exactly what | get with Embraer,” he says. 
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Here’s Tommy: “We made the mistake of following a trend that was... short-lived.” 


laid off 40% of the company’s employees and 
shrank the U.S. wholesale business, yanking 
low-quality merchandise from thousands of 
department store shelves. “The Apax invest- 
ment was to ensure there was more money 
to make better products,” says Gehring. “And 
then we gambled on having to give much less 
discount. If we’d had to give the same level of 
discount, we would have killed ourselves.” 

The two made a decision to focus on just 
one retailer as its sole partner, arguably the 
most powerful in U.S. fashion and apparel: 
Macy’s. With almost 800 stores the New 
York-based chain already represented about 
60% of Tommy Hilfiger’s wholesale business. 
Gehring wanted to boost that figure to 100%. 

Macy’s CEO Terry Lundgren remembers 
hashing out this exclusivity plan with Geh- 
ring in the summer of 2007, in the backyard 
at the home of Tommy Hilfiger’s first CEO, 
Joel Horowitz, during his daughter’s wedding. 
Horowitz had retired in 2005 but remained a 
Hilfiger friend and booster. “If we were going 
to do this, we were going to be fully commit- 
ted,” says Lundgren. “We owned it, and we 
had to make sure we did everything in our 
power to sell it because he had no outlet other 
than us to move through the inventory.” 

With control of so much of the U.S. busi- 
ness, Lundgren and his team were able to 
ensure the Tommy Hilfiger clothing hitting 





the racks at Macy’s was 
up to snuff. Gone were 
the oversize jeans and 
tees. In came structure 
and slim-fit sweaters. 

The company consid- 
ered another IPO and 
started the road show 
process in 2007, right be- 
fore the credit crisis ren- 
dered a float impossible. 
“We couldn’t ship to cus- 
tomers, as they couldn’t 
pay,” says Gehring. The 
company switched focus 
- from profit-and-loss to 
See = paying down its debt. 

By 2009, with $2.2 
billion in revenues, Apax 
was itching to exit. That fall Emanuel Chirico, 
CEO of New York-based publicly traded cloth- 
ing conglomerate Phillips-Van Heusen Corp., 
approached Gehring with an offer to join its 
umbrella of fashion brands that already in- 
cluded Calvin Klein and IZOD. In 2010 PVH 
bought Tommy Hilfiger for $3 billion, the big- 
gest retail acquisition in years. 

In the U.S. the company has enjoyed 
PVH’s advantages of scale, able to negoti- 
ate with suppliers and customers alike. The 
company spends about $170 million a year on 
glossy-magazine campaigns and billboards in 
international shopping capitals, helping fuel 
a boom that’s seen European business grow 
to $1.5 billion today—43% of the worldwide 
total. “Asia is up the most,” says Gehring, 
pointing to $135 million in revenues in China 
in 2013. “The farther east you go, the greater 
the growth.” 

Hilfiger remains chief creative officer 
and familiar face of the brand (and a huge 
draw in promotional appearances and ads for 
Macy’s, says Lundgren). He’s involved in the 
runway shows (like his New York Fashion 
Week rock ’n’ roll spectacle), the advertis- 
ing, the marketing, the overall aesthetic. He’s 
happy to leave the business side to Grieder 
and Gehring, who was promoted to vice 
chair of PVH this year. Says Hilfiger: “They 
run it like clockwork.” is 
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%K “The work of restoration cannot begin until the problem ts fully faced.” —paN B. ALLENDER 
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STOP 


THE FORECAST 
FOR ’15 


| Three big trends 
to keep your eyes 
on throughout the 
new year. 


HEALTH CARE 
As the world’s popu- 
lation ages, no sign 
of a slowdown for 
this sector. In the U.S. 
the trend will last at 
least as long as the 
boomers do. 





CONSUMER GOODS 
Falling gas prices, 
soaring stocks, rising 
employment—yet 
we're still anxious. 
Did the Great 
Recession create the 
Wariest Generation? 


COMMODITIES 
Slowing global 
economy and soaring 
energy reserves com- 
bine for a glut in oil, 
coal, iron and more 
that will last the year, 
washing out a Jot of 
current players. 
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Q: HOW MUCH DOES THIS 
1-POUND BOX WEIGH? 


11 POUNDS, IF YOU USE THE 
WRONG SHIPPING COMPANY. 


Starting early next year, some shipping companies may box you in — by expanding 
their use of Dimensional (DIM) Weight Pricing. It means you'll have to pay for your 
domestic package’s actual weight or its dimensional weight — whichever is greater. 
For example, you could be billed the 11-pound rate for this 1-pound box because of its 
12" x 12" x12" size. That could get expensive. But you have a choice: The USPS® continues 
to offer a broad range of efficient and economical shipping options. Because we 
understand that one size does not fit all. 


> 


To weigh your shipping options go to usps.com/yourchoice 
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HEALTH CARE 2025 





Sewer, M.D. 


Scanning the DNA in wastewater for signs of disease 
could stop epidemics in their tracks someday soon. 


BY MATTHEW HERPER 


MAPPING THE 


MICROBES 


DISEASE PREVENTION and mapmak- 

ing have been inextricably intertwined since 
1854, when an English physician named John 
Snow plotted a cholera outbreak on a grid to 
locate—and shut down—a bacteria-tainted 
water pump, inventing the modern science of 
epidemiology along the way. 

In 2010 geneticist Eric Schadt, then the 
chief scientific officer at DNA sequencer 
maker Pacific Biosciences, had a brainstorm 
as to how to update Snow’s breakthrough 
for the modern age. The germs that infect 
us—everything from influenza to measles to 
bubonic plague—wind up in our waste. Why 
not look for them by using DNA technology 
to sequence raw sewage? 

Snippets of DNA in wastewater could then 
be matched to known pathogens—and spe- 






cific physical locations. Public health officials 
would no longer have to wait for someone to 
spike a fever to know that Ebola virus was 
in Manhattan—they would be alerted by the 
sequences coming from the sewers, and they 
would know within a few blocks where it was. 
Schadt tried the project out using samples 
from the San Francisco sewers, but bring- 
ing sewage back to PacBio’s expensive, heavy 
sequencers was impractical at best. Christo- 
pher Mason, a Weill Cornell Medical College 
professor, has picked up a simpler version of 
the idea, applying swabs to surfaces all over 
New York City to create a “Pathomap” of 
germs that will be unveiled early next year. 
But Schadt, who now heads a sweeping 
Carl Icahn-funded genomics effort at the 
Mount Sinai School of Medicine in Manhat- 
tan, still wants a more detailed map produced 
automatically from sewage. Possible? One 
new DNA sequencer, made by Oxford Nano- 
pore, is a thumb drive that can take sequences 
on the spot. Who knows what another gener- 
ation of innovation could bring? Says Mason: 
“It’s futuristic, but not unrealistic” @ 


It’s conceivable: A DNA 
sensor could be used 
to detect which germs 
are in sewage ina 
particular location. 

















That would 
allow public 
officials to 
place multiple 
locations 

ona map— 
and watch 

for disease 
outbreaks. 
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Reaching new heights in the fight to end cancer: MD Anderson's Moon Shots Program. 
As a global leader in the fight against cancer, MD Anderson launched an unprecedented effort in 2012. Our Moon 
Shots Program seeks to accelerate research-driven clinical advances, and the effort has already produced breakthroughs. 
An example? Dramatic improvements in rates of complete ovarian cancer removal through innovations in 
personalized surgical therapy. That's just one of the effort’s many game-changing discoveries so far. With your help, 


there are many giant leaps to come. Give now at MakingCancerHistory.com/moonshots or call 1-855-894-0145. 


THE UNIVERSITY OF TEXAS 


Ranked one of the top two hospitals MD Ander S On 
f for cancer care in the nation for 25 
= years by U.S. News & World Report. Career ( ( : iter 


Making Cancer History” 





ONLINE RETAIL 


Cutting 





Out 


The Middleman 


BuildDirect survived the dot-com bust and the 
housing collapse to emerge as a real threat to Home 
Depot and Lowe's in online sales of building supplies. 


BY RYAN MAC 


Facing off against the 
big boxes: BuildDirect 
cofounders Jeff Booth 
and Rob Banks. 


eff Booth is struggling for breath. 

Sweating through his beer league 

hockey T-shirt, he’s gasping for 

air to talk about his company as 

we make our way up the Grind, a 
grueling 2-mile hike up Vancouver’s Grouse 
Mountain. 

It’s the second time in ten years that 
Booth, 45, has done the climb—a local pas- 
time that’s become billionaire Lululemon 
founder Chip Wilson’s favored way of taking 
business meetings and part of the off-season 
fitness regime of the Vancouver Canucks. 
Booth is struggling to lift his wiry legs over 
the icy boulders and jagged branches on the 
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peaceful November 
afternoon. “Steve 
Jobs would have 
loved this meeting,” 
I yell back at him. 
“Yeah,” he responds, 
before taking a gulp 
of air. “Except he 
would have been 
able to talk.” 

Despite his lack of 
chatter, Booth knows 
that there is no bet- 
ter time to tell the 
story of BuildDirect, 
an online home im- 
provement retailer 
he cofounded in 
1999, The company, 
which sells hard- 
wood flooring, patio 
furniture and marble 
tile, has been on a 
start-and-stop schlep 
through the dot-com bubble, the housing col- 
lapse and plenty of skepticism. After 15 years 
BuildDirect is finally the overnight success 
story CEO Booth and cofounder Rob Banks 
envisioned it would be. 

In peddling tons of granite pavers and 
bamboo hardwood, much of it at up to 80% 
off typical retail prices, their company will 
almost double yearly revenue in 2014 to $150 
million on its way to assaulting a $500 billion 
U.S. building product market currently domi- 
nated by Home Depot and Lowe’s. 

BuildDirect’s biggest advantage is its abili- 
ty to undercut everyone on price by obtaining 
inventory direct from manufacturers. Jenny 
Clark, a 36-year-old newlywed from Easley, 
S.C., found the website via Google ads and 
ordered free hardwood floor samples. After 
three months of deliberation she ordered 
3,700 pounds of flooring, which arrived in 
four days and cost half that of a similar prod- 
uct from Lowe’s. 

BuildDirect’s growth has investors biting. 
Even though the “startup” raised $30 mil- 
lion in early 2014, it closed a round of at least 
$50 million in December led by the Bank of 
Montreal. FORBES estimates the company 
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is worth more than $350 million. It’s well 
positioned to capture more than its share of 
the industry as home improvement shop- 
ping inexorably moves online. In 2013, 18% 
of building products were purchased online, 
up from 15% the year before, according to the 
Home Improvement Research Institute. 

Though some have described 
BuildDirect as the Amazon of building 
supplies, Booth and Banks wince at the 
comparison. Amazon, which typically deals 
with packages around 5 pounds and ships 
through FedEx and UPS, has never had to 
deal with the challenges that its Vancouver 
counterpart has faced. The typical order 
on BuildDirect is $2,000 and 2,000 pounds, 
and people expect the experience to be 
seamless. “Now I know why Jeff Bezos 
started in books,” says Booth. 

To deliver bulk orders affordably, Build- 
Direct had to create software to calcu- 
late the most efficient shipping rates and 
routes for overweight freight. The company 
must also manage its $40 million worth 
of consignment goods efficiently across 12 
warehouses, which constantly feed data 
into BuildDirect’s inventory prediction 
system. That setup tracks sales trends and 
tells manufacturers like Carolina Stone’s 
Carl Toop where to place their products. 
For example, BuildDirect can show Toop 
“what people are looking at online and what 
people are sampling” and suggest that he 
place his fabricated stone products in Los 
Angeles as well as Atlanta. “They’ve bent 
towards big data and have cut out seven to 
eight middlemen in the process,” says Mohr 
Davidow Ventures’ Katherine Barr, who sits 
on BuildDirect’s board. 

Booth dropped out of the University of 
British Columbia in 1989 and made his first 
million flipping Vancouver homes. It was 
after he started a contracting business that 
he had the epiphany for BuildDirect. A sup- 
plier stuck him with a seriously late delivery 
that forced him to put a family in a hotel for a 
month while their house was completed. 

Booth convinced his housemate and 
hockey teammate Banks that they could 


improve the process by using the Internet 
to remove intermediaries in the building 
materials industry. It took two years to cre- 
ate a website that could handle sales, and 
by then Sept. 11 and the dot-com crash had 
dried up any potential funding. It also didn’t 
help that Booth was going into investor 
meetings with broken front teeth after tak- 
ing a slap shot to the face in a hockey game. 
“He looked like the guy from Deliverance,” 
remembers Banks. 

For most of the next decade the pair 
scraped by on $10 million cobbled together 
from private investors, family and their own 
bank accounts. When the markets bottomed 
out in 2009, Booth, in a last-ditch attempt to 
fund his business, sold his home and moved 
his family into a rental. 

What saved BuildDirect was the decision 
in 2009 to stop relying on manufacturers to 
ship their own orders. Instead the company 
housed their inventory on consignment in 
new warehouses spread across the U.S. and 
Canada. That allowed BuildDirect to expand 
its selection, ship faster and sell in smaller 
quantities to consumers short on credit. That 
change in model was “core to our business,” 
says Booth. Sales have since soared, enabling 
the company to close its first round of institu- 
tional funding in 2012. 

BuildDirect hasn’t yet turned a profit, ac- 
cording to sources close to the company, due 
to high spending on search ads and sample 
shipments, which cost as much as $10 per 
package. Booth says there are plans to rein in 
marketing costs and points out that 55% of 
customers are now repeats or referrals. He 
also says warehouse inventory will grow to 
$60 million by early 2015, allowing the com- 
pany to decrease its dependence on flooring, 
which is still 80% of sales, and add new prod- 
ucts such as washers and dryers. 

Booth says his big-box rivals are still lag- 
ging in the online game, and a couple of them 
have made acquisition overtures. The CEO 
isn’t considering it. He’s literally bet his house 
on the venture. “If it was just for the money I 
would have done something else a long time 
ago,” he says. Kk) 
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YOTA DEVICES 

Its dual-screen 
YotaPhone is quirky and 
expensive but may be 
the coolest phone you 
can own. One side is 
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other is an E Ink display 
that gives you 100 
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JEFF WILKE 

Jeff Bezos lets slip that 
he has a successor in 
mind. We think it’s likely 
Wilke, who has been 
with Amazon since 

the “Earth’s Biggest 
Bookstore” days and 

is in charge of its 
consumer business. 
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PHABLETS 

Stop making fun of the 
name—large-screen 
phones are eating 

into the tablet market 
and giving regular 
smartphone owners 
size envy. 
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The App That Tracks Your Kids 


Life360 is trying to corner the family social network—with all the rich 
data that come with knowing everyone's location all the time. 


BY AARON TILLEY 


hris Hulls doesn’t like it when 

people call his company’s app, 

Life360, a tracking app. The 
nn i ee cofounder and CEO prefers the 
wr i. term “location sharing.” The 
‘ free app is designed to show families where 
‘ each member is on a map—with his or her 
consent. Users opt in to get alerts when in- 
dividuals have come and gone from home or 
work, including estimated arrival time. 

Creepy as this may sound, the free app 
has managed to catch on over the past three 
years, with more than 100 million users 
and 45 million families—half outside of the 
U.S.—and is adding 2 million new families per 
month. It’s being used for arranging family 
dinners, knowing when a spouse leaves work 
and picking up kids from soccer practice. 
Because Life360 is bigger among the likes 
of soccer moms in Kansas than it is among 
techies in the Bay Area, the app is sometimes 
labeled the “Red State App.” 

“Our goal has always been to be the hub 
for the family,” says Hulls in the startup’s 
San Francisco headquarters—which, inci- 
dentally, were Twitter’s first offices. “Loca- 
tion is really a means to an end, not an end in 
itself. Facebook became a massive company 
by winning the social network. LinkedIn 
did something similar with the professional 
network.” 

To be a viable business Life360 needs to 
be more than just a family social network. Its 
only revenue now is a premium service that 
gives users access to an around-the-clock 
crisis hotline and roadside assistance. It has 
more than 50,000 users paying $5 a month 
or $50 a year. Soon the company intends to 
launch improved messaging and shared fami- 

oe y ly calendars and to-do lists—all using maps as 
Keeping those closest to you in the loop: Life360 cofounder Chris Hulls. the starting point. Your spouse, for example, 
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could put milk on a grocery list, and the app, 
detecting you are pulling into a supermarket, 
reminds you to buy milk. 

The amount of valuable data Life360 is 
amassing makes it an attractive partner for 
companies such as BMW and smart-home- 
product makers Nest, SmartThings and 
Ring. These are pretty small integrations and 
net Life360 no money for now. In the Nest 
thermostat integration, for example, Life360 
tells a device when family members are 
home so that Google-owned Nest 


as a way of connecting families during emer- 
gencies. The two cofounders thought they 
could do better than the federal govern- 
ment’s response to Hurricane Katrina: a 
downloadable PDF from ready.gov for writ- 
ing down emergency contacts. For the first 
two years, as the company tested out various 
Web-based family networking products, the 
cofounders lived off $300 a month. At one 
point Hulls was even living out of a family 
friend’s closet in a converted barn in Berke- 
ley. Life360 managed to attract 


can gather better data about oc- “In any only 5,000 users in its first year 
; Life360 wi f exist : 

pao see ued network. ie 
oper to access, with permission business started coming together. That’s 
from users. ou're when Apple allowed phone apps 

But potentially more lucrative e h to track a user’s location and 
deals are in the works with play- eit era smartphone penetration started 
ers such as ADT and Telecom Ita- giant or taking off. The startup saw a 
lia, Europe’s fifth-largest telecom. y ou're not.” surge of downloads just after 
With Telecom Italia every phone * Christmas 2011, and growth has 


sold through the carrier will come 

with Life360 loaded on it, intro- 

ducing its premium service to millions of 
new customers. Many more telecom partner- 
ships are on the way, says Hulls. 

Life360 next year will add a feature en- 
abling people to arm and disarm their ADT 
security systems automatically as family 
members come and go. ADT hopes this will 
solve the big problem of people forgetting to 
arm their systems. Life360 will also start sell- 
ing ADT service through its app and earna 
portion of ADT’s monthly service revenue for 
each system it sells. This past spring ADT in- 
vested $25 million in Life360 as part of a $50 
million round that valued the startup at more 
than $200 million. 

“Our users are much more valuable than 
Snapchat users,” says Life360’s other co- 
founder, Alex Haro, referring to the fact that 
the spending power of the average Snapchat- 
ting teenager is dwarfed by the spending 
power of the family unit. “If we do sustain 
the network and we do grow huge, it won’t be 
easy to monetize, but it won’t be the problem 
that kills the company.” 

Life360 has been around longer than 
most app startups. Founded in 2008, it began 


doubled every year since. Amass- 

ing users remains the primary 
goal for now. With the recent $50 million 
round, Life360 says it has enough cash to 
carry it through two more years. The money 
also affords the company the luxury of de- 
clining distribution deals that go against its 
values. In Saudi Arabia, for example, a tele- 
com firm wanted the app to veil the location 
of male users but keep close tabs on females. 
Life360 turned it down. 

In the past year the company has had to 
beat back acquisition offers from several 
big players. Hulls sees an opportunity to 
own the family network and wants to go 
public in a few years. But Amazon and 
Google are planning on releasing their 
own family-focused products in the 
near future. Facebook already has 
Connect With Friends, and Apple 
introduced a location sharer in its re- 
cent iOS update. 

“T am deathly afraid of competition,” 
says Hulls. “We’re ahead of 99.9% of mobile 
apps, but in any network business you’re 
either a giant or you’re not. We need to 


become one of those giants before someone 
else does.” 3 
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JOE ON THE GO 


Coffee is the ultimate 
portable pleasure. 
Fresh, hot coffee isn’t— 
not if you’re roughing 
it in the redwoods 

or ice-fishing Lake 
Superior. Behold the 
Coffeeboxx ($299; 
OXxx.com), a tough 
10-pound block with a 
2.5-liter water tank and 
impact-resistant shell. 
It’s K-Cup-compatible 
and will brew you 8, 10 
or 12 ounces wherever 
you might be. (A 
second line provides 
hot water for your 

Cup o’ Noodles.) It has 
a 3-foot retractable 
power cord; you 

can also get an AC 
inverter that’ll pull 
juice from your car or 
other source if you’re 
nowhere near an 
outlet. Order now on 
Kickstarter to receive it 
by spring. 
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In Good Company: 


Women Answer the Global Talent Imperative 


BY LYNTHIA ROMNEY 





Global organizations seeking to innovate and enhance performance are reshaping their 
definition of leadership. As business becomes more fast-paced, fluid and interdependent, the old 
model of top-down command and control has given way to agile, collaborative management. 
This paradigm shift is making room for a new cohort of leaders: women. 


hile the percentage of women in the Gsuite 

of major multinationals has barely budged 

in recent years, the stage is set for change. 

Women are needed to fill significant gaps 
in the availability of rising executives, and they possess the 
leadership traits that will enable global entities to succeed 
in new markets and cross-cultural dynamics. 

The so-called “soft” skills that many women possess can 
make a big impact on a global company’s performance. In 
today’s transparent, crowd-sourcing marketplace, the ability 
to intuit, include and inspire is key to engaging employees, 
coalescing a strong culture and galvanizing cross-border 
teams to competitive advantage. 


Accordingly, forward-looking organizations are pulling 
out the stops to develop and retain a diverse slate of execu- 
tives—with a focus on women. For companies seeking to 
cultivate talented women, and for female executives eager 
to lead, the Financial Women’s Association of New York is a 
vital resource. 


la 


FINANCIAL WOMEN'S ASSOCIATION 
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A Vital Resource for Change 
Founded in 1956, the FWA is a nonprofit profes- 
sional organization accelerating the advance- 
ment of women in the financial community 
across all industries. To achieve this mission, it 
partners with business and educational organi- 
zations to offer women access to the thought 
leadership, professional development and 
stakeholder networks essential to success. 

"The FWA has, for almost 60 years, sup- 
ported the advancement of women by rec- 
ognizing the value of the unique business, 
managerial and personal styles women bring 
to the workplace,” says Maureen Adolf, FWA 
President. “At the same time, the FWA con- 
tinuously seeks to expose our members to 
new approaches, innovative thinking, creative 
leaders and emerging issues that are critical to 
individual success in today's competitive busi- 
ness environment.’ 

The FWA‘ global program features an annual 
delegation to a country that’s making a signifi- 
cant impact on the world, meeting its most 
senior leaders in government and business. 
The FWA has visited over 30 countries to date, 
including emerging economies as far back as 
China in 1978, India in 1995 and Brazil in 2011. 

“The FWA was visionary in recognizing 
the role of international knowledge and con- 
nections to a woman’s professional develop- 
ment,” explains Lily Klebanoff Blake, a former 





“The FWA has, for almost 60 years, supported the 
advancement of women by recognizing the value of 
the unique business, managerial and personal styles 
women bring to the workplace.” 


— MAUREEN ADOLF, 
FWA PRESIDENT 





FWA President and Chair of the FWA Presi- 
dent's Circle. “In the U.S. and abroad, we offer 
substantive discussions of the economic and 
financial drivers in some of the most influen- 
tial areas of the world.” 

The FWA President's Circle Members, who 
are corporate supporters, are also key part- 
ners in these events. They offer distinguished 
speakers on cutting-edge business topics 
and are committed to advancing female 
executives to meet the demands of a global 
marketplace. Many drive professional devel- 
opment programs all along the career con- 
tinuum to senior management. 

“We've embedded diversity in our talent 
strategy as a core value and are fostering 
an inclusive environment that encourages 
employees to share their ideas and bring their 
true selves to work,” says Judy Rice, Executive 
Vice President and Chief Diversity Officer at 
Prudential Investment Management. “We 
believe that by ensuring a wide range of 


perspectives and backgrounds in our hiring 
process, we'll attract the best possible talent 
to fuel creativity and innovation.” 

Among Prudential’s initiatives is the 
Women's Advisory Council of senior women, 
which represents each of the eight businesses 
of Prudential Investment Management. The 
Council offers middle-management and 
senior-level programs on leadership. It has 
launched a mentoring program to include 
men and women across the globe, provides 
access to senior women in targeted groups, 
and holds a range of professional development 
resources and skills-building workshops. 

“Without stereotyping,” Rice explains, 
“women are able to collaborate effectively and 
understand the markets they are servicing. 
This creates a clear competitive advantage.” 

Marlene Debel, Executive Vice President 
and Treasurer at MetLife, which serves 100 
million customers in 50 countries, reinforces 
the business case for cultivating women 





Women Drive Success at Prudential 


At Prudential, gender diversity and inclusion go 
well beyond representation. The practice of inclu- 
sion reflects the company’s reality that diverse 
vantage points lead to success in the workplace, 
marketplace and community. 


“Prudential is inclusive, not just because it’s the 
right way to do business, but also because it is 
critical to our success,’ says Lori Fouché, Pru- 
dential Group Insurance CEO. “Studies show a 
direct, cause-and-effect relationship between 
increased gender diversity and corporate profit- 
ability, so this knowledge constantly informs our 
business strategy. 


“Our Chairman and CEO John Strangfeld believes 
that a talented and diverse employee base provides 
a competitive advantage that allows us to help our 
customers solve financial challenges today and for 
generations to come.’ 





Lori Fouché 
CEO 
Prudential Group Insurance 


The company is committed to creating reward- 
ing professional opportunities for employees. 
Forums such as Networks Enhance Women’s Suc- 
cess and Women in Finance offer female employ- 
ees productive networking opportunities. 


“Our talent strategy, which is designed to create 
an inclusive work environment, will be the single 
biggest driver of our long-term success.” 


sy Prudential 


“IF SOMETHING IS YOUR 
PASSION, IT NEVER DIES.” 


— Carol Lewis 





Carol Lewis dreamed of directing documentary films when she retired from 
her career as a postal worker. Now she’s seeing that dream become a reality. 


Like Carol, millions of people are thinking about what their next chapter will 
be. Guaranteed income solutions from Prudential can be an important part 
of helping you write the story you have planned. 


The fact is, we’re all living longer. The right financial solution from Prudential 
can go a long way toward enabling you to pursue your passion. 


To see Carol’s story, and learn how to generate lasting income, 
visit BRINGYOURCHALLENGES.COM 


RETIREMENT INVESTMENTS INSURANCI Cz Prudential 


Bring Your Challenges’ 


© 2014. PRUDENTIAL FINANCIAL, INC., NEWARK, NJ, USA. ALL RIGHTS RESERVED. 
Guarantees are based on the claims-paying ability of the insurance company and are subject to certain limitations, terms, and conditions. 


The Prudential Insurance Company of America and Its affiliates, Newark, NJ. 
0270393-000001-00 
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leaders. “MetLife’s focus on women ties to our 
bottom line,” she says. “Women are a major 
global economic force, accounting for an 
increasing portion of financial and healthcare 
spending decisions, so building a workplace 
that reflects our customer base is critical. We 
work to understand and incorporate wom- 
en's needs and values as customers.” 

The company takes a layered approach to 
engaging and developing women to take on 
broader leadership roles. For example, the com- 
pany’s Global Women's Initiative forges connec 
tions through 26 women’s business networks 
made up of employees around the globe. 

Karen Mahoney, Managing Director of 
Human Resources at BNP Paribas, has seen 
that with the right skills and opportunities, 
women can quickly move up the ranks. BNP 
Paribas’ Women’s Leadership Initiative for its 
corporate and investment banking division 
provides access to the bank’s Global Execu- 
tive Committee in Paris for some 30 high- 
potential women. This exposure and training 
drive results: More than 25% of the first year’s 
class advanced through promotion or took 
ona position of greater responsibility. 

At the same time, BNP Paribas prepares all 
high potentials for internal mobility by sup- 
plementing the training and visibility they 
need—technical and/or leadership—to take 
the next step up in their careers. 


Demographic Shifts Increase 
Demand for Women 

Another profound trend driving opportuni- 
ties for women is the shrinking demograph- 
ics of the 35- to 44-year age range. This is the 
“sweet spot for rising senior executives” that 
is now showing up in emerging as well as 
established economies, according to “21st- 
Century Talent Spotting,” a Harvard Business 
Review article by Claudio Fernandez-Ardaoz, 
author and senior adviser at the global execu- 
tive search firm Egon Zehnder. 

“In our 2006 study, we calculated that a 
projected 30% decline in the ranks of young 
leaders, combined with anticipated business 
growth, would cut in half the pool of senior 
leader candidates in that crucial age group,” 
he writes. Whereas a decade ago this affected 
the U.S. and Europe, “by 2020 many other 
countries, including Russia, Canada, South 
Korea and China, will have more people at 
retirement age than entering the workforce.” 

McKinsey Global Institute, in a 2012 report, 
The World at Work, said that the approach- 
ing shortage of highly skilled workers was 
expected to reach 40 million globally by 
2030. Women can fill that gap in terms of 
both numbers and productivity. 

McKinsey & Company's Women Matter 2013 
found that corporations with senior execu- 
tive women perform significantly better than 


Wells Fargo Advisors 


those with no women at the top: 47% greater 
average return on equity and 55% greater 
average earnings before interest and tax. 

Fernandez-Ardoz states in his recent book, 
It’s Not the How or the What But the Who, 
“Given the escalating war for talent—driven 
by the unprecedented combination of glo- 
balization, demographics and depleting 
pipelines of qualified leaders—a commit- 
ment to find, develop and promote the best 
women seems like not only an obvious solu- 
tion, but also a historic opportunity.” 


The Power of a 

Blended Culture 

Mitsubishi UFJ Financial Group (MUFG) views 
talent development through the lens of a 
blended culture. With its Americas Head- 
quarters in New York, Global Headquarters 
in Tokyo and a presence all over the globe, 
the bank created its “One River” program in 
2012 to leverage the distinctive strengths 
and characteristics of American and Japa- 
nese management skills. To imbue its future 
leaders with this perspective, MUFG includes 
global postings and training for new and ris- 
ing professionals. 

MUFG's Global Rotation Training Program, 
designed for those with a minimum of 3 to 10 
years of experience who aspire to leadership 
positions at the bank, offers an opportunity 


Wells Fargo Advisors has always emphasized putting 
clients first—within an environment that encourages 
diversity, freedom of thought and choice. 


“We've built a culture of people who care,’ explains 
Donna Judge, a financial advisor and 15-year Wells 
Fargo Advisors veteran in Glastonbury, Connecticut. 
“Our human potential is our secret. We have great 
people, starting at the top.” 


Donna, who cofounded her three-advisor practice, 
pours her heart and soul into it. Whether she’s visiting 
an elderly client at home to assist with online account 
access, having lunch with a recently widowed client, or 
making the rounds at a client-appreciation dinner dur- 
ing the holidays, conversations focus on what's hap- 
pening in the clients’ lives. Investments and financial 
matters—though important—are always secondary 
topics, she says. 


When handling clients’ financial matters, Donna turns to the Wells 
Fargo Advisors Envision® process, which helps her create investment 





Donna Judge 
Managing Director - 
Investments 


ing approach, it’s not unusual for Donna to 
inherit several generations of one family 
as clients or to receive referrals from local 
attorneys or CPAs. 


Envision® is a registered service mark of Wells Fargo & Company and used under license. 


and financial strategies around their life goals and 
aspirations. She leans on the company as well for life- 
event support materials—for instance, to share with a 
client going through a divorce or dealing with a death 
in the family. 


“No one has articulated [clients’ needs] as well as Wells 
Fargo Advisors,’ Donna says, in reference to the sup- 
port materials. “They can bridge the gap. They enhance 
our relationships.” 


On a personal level, Donna appreciates the commit- 
ment the company shows its female advisors through 
special events, support forums and continuing educa- 
tion opportunities. But the tools, resources and support 
she receives to help her clients mean even more to her. 


Thanks to her genuine, car- 








Retirement is on the horizon. 
Make sure you look at the whole picture. 


If we talk about where you’re headed, 
your financial picture becomes clear. 





Together we'll go far 


Visit wellsfargoadvisors.com 
to find a location nearest you. 








Investment and Insurance Products: > NOTFDIC Insured > NO Bank Guarantee > MAY Lose Value 


Wells Fargo Advisors is the trade name used by two separate registered broker-dealers: Wells Fargo Advisors, LLC and Wells Fargo Advisors Financial 
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to work in another country for a year, enhance 
business skills and build a global network. 
Marguerita Courtney, Managing Director 
at MUFG, comments, “Building relationships 
is key to succeeding in the global market- 
place. The pace at which people have to 
move forward requires seamless, trusting 
teams.” Courtney believes that women are 
well suited for leadership. “Women drive 
for continuous improvement,” she declares. 
“They go for the goal of being extraordinary.” 


management positions. We found that one 
reason for this outperformance lies in the 
leadership behaviors that women leaders 
tend to exhibit more often than their male 
counterparts.” These are people develop- 
ment, expectations and rewards (i.e, the abil- 
ity to clearly define expectations and reward 
achievement), and role modeling. 

A 2011 report, Unlocking the Full Potential of 
Women in the U.S. Economy, by Joanna Barsh 
and Lareina Lee, states, “When the McKinsey 


McKinsey’s Women Matter 2073 said that seven years 
of its annual Women Matter studies have shown that 
companies with a critical mass of female executives 
perform better than those with no women in top 


management positions. 


Women’s Leadership Traits 
Lend Competitive Advantage 
Research supports these beliefs, showing 
that leadership behaviors frequently found in 
women improve productivity. 

McKinsey’s Women Matter 2013 said that 
seven years of its “annual Women Matter stud- 
ies have pointed out that companies with a 
‘critical mass’ of female executives perform 
better than those with no women in top 


Women Matter team asked business execu- 
tives globally what they believe the most 
important leadership attributes are for suc- 
cess today, each of the top four—intellec- 
tual stimulation, inspiration, participatory 
decision making and setting expectations 
and rewards—were more commonly found 
among women leaders.” 

John Gerzema and Michael D’Antonio, 
authors of The Athena Doctrine—How Women 


(and the Men Who Think Like Them) Will Rule the 
Future, perceive the importance of these kinds 
of traits as part of a sweeping shift around 
the globe. “We live in a world that is increas- 
ingly social, interdependent and transparent. 
And in this world, feminine values are ascen- 
dant,” they write. Their proprietary survey of 
64,000 people around the world shows that 
“traditionally feminine leadership and values 
are now more popular” and that “both men 
and women...are adopting this style, which 
emphasizes cooperation, long-term thinking 
and flexibility.” 


Women-Friendly Cultures 
Connect to Women Clients 
Research focused on the financial services 
industry suggests that strong diversity pro- 
grams and woman-friendly cultures can 
enable them to more effectively serve their 
women clients. 

The Center for Talent Innovation, headed 
by Founder and CEO Sylvia Ann Hewlett, 
connects the dots between the “gender 
smarts,” which are behaviors sought by the 
growing sea of wealthy women all over the 
world, and the kinds of financial advisors 
who exhibit them. 

Its report, Harnessing the Power of the Purse: 
Female Investors and Global Opportunities for 
Growth, says that “an inclusive culture where 





BNP Paribas 


BNP Paribas is committed to promoting a 
diverse, inclusive and stimulating work envi- 
ronment; one where employees are treated 
with dignity and respect, and value is given to 
differences in thought, backgrounds, experi- 
ences and perspectives—as well as where the 
finest talent is attracted, retained, developed 
and empowered to succeed. 


With 150 different nationalities and women 
making up over half of our workforce, we 
strive to advance diversity and inclusion at all 
levels in our company. Our North American 
Diversity Council and nine Business Network- 
ing Groups are award-winning internally and 
externally. Human Rights Campaign ranked 
us a perfect 100% on their Corporate Equal- 
ity Index as a “Best Place to Work for LGBT” for 
three consecutive years. 





Jean-Yves Fillion 
Chief Executive Officer 
BNP Paribas North America 








We understand that advancing women 
equals success, and that by partnering with 
outside organizations such as the Financial 
Women’s Association, we can enhance pro- 
fessional opportunities. We are signatories of 
the UN’s Women’s Empowerment Principles, 
and last month, we sponsored the inaugural 
Women’s Entrepreneurship Day at the UN. At 
Bank of the West, ten female executives were 
recently named a “Most Powerful Team in 
Banking” by American Banker. 
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women contribute their ideas and gender 
smarts” drives “bottom-line growth on two 
fronts: female employees innovate a business 
model that connects the firm to female inves- 
tors, and female investors are more inclined 
to invest in firms with diversity in senior 
leadership.” 

“Women now control investment deci- 
sions for a little over $11 trillion in investable 
assets in the United States,” points out Shel- 
ley O'Connor, Head of Field Management for 
Morgan Stanley's wealth management busi- 
ness. “They tend to align their investment 
goals with their personal and social priorities. 
They want to do business with firms that 
demonstrate real diversity among their lead- 
ership and senior level employees.” 

“Women have been part of the Wells 
Fargo story ever since our company began 
hiring women agents in 1873,” says Michael 
J. Carroll, Wells Fargo Advisors, Managing 
Director and Regional President—Metro 
Northeast Region. “Today, Wells Fargo Advi- 
sors enjoys the advantage of so many tal- 
ented women financial advisors and home 
office professionals whose experience and 
points of view enable our firm to respond 
to the needs of our clients in new, imagina- 
tive and very practical ways. We believe it is 
vital to encourage more women to enter our 
industry and to provide an environment and 


the support they need to be as successful as 
they can be.” 

Wells Fargo Advisors offers women a num- 
ber of support networks and a full range of 
leadership and development opportunities. 
These include forums and gatherings that 
provide an opportunity for women financial 
advisors to share experiences and discuss 
similar challenges, helping to equip and 
inspire them to take their practices to the 
next level. 

For its part, the FWA complements and 
supports professional development and 
networking throughout a woman’s career. 
From its Emerging Leadership committee of 
younger professionals through its Executive 
Leaders program of senior women, the FWA 
offers targeted events and peer networking 
opportunities appealing to people at differ- 
ent points in their careers. 

The FWA President’s Circle companies 
come together for elite forums where they 
share best practices in women’s advance- 
ment. “President's Circle members offer 
extraordinary insights into the challenges and 
triumphs of women’s advancement. These 
forums accelerate programs that are earlier 
in their progress, and deepen those that are 
more mature,” says Klebanoff Blake. 

Key industry leaders address the organiza- 
tion, and the FWA also holds panels on crucial 


issues of the day, as well as skills-building 
workshops. In addition, the FWA offers robust 
mentoring and scholarship programs for stu- 
dents aspiring to college and graduate school 
and beyond, providing an excellent pipeline 
of workers. To date, these programs have 
helped more than 5,000 young professionals 
and students. 

FWA’s Adolf says, “The FWA offers valuable 
experiences for professional women seeking 
success at each stage of their careers.” 

As companies prepare to conquer global 
markets, they will need to tap talented 
women professionals to ensure their team is 
empowered to excel. Women stand ready to 
fill the talent gap, meet the challenges and 
help take companies into a diverse and suc- 
cessful future. 

“Opportunities for women are greater 
than they ever have been,” says BNP Paribas’ 
Mahoney. “It is up to them to step across the 
threshold and take advantage of them. The 
door is wide open.” & 


Lynthia Romney is President of RomneyCom, 
a full-service communications firm positioning major 
corporations and national nonprofits for leader- 
ship visibility through powerful messaging and 
integrated platforms of media, authored content 
and speaking opportunities. She can be reached at 


lromney@romneycom.com. 





Morgan Stanley Highlights Women in Wealth Management 


In October 2014, Morgan Stanley hosted its 
Women's Leadership Summit in Colorado 
Springs, Colorado. The conference brought 
together over 350 Wealth Management 
Financial Advisors, field managers and senior 
leadership for a content-rich experience that 
included dynamic speakers, panel discussions 
and workshops. 


Throughout the experience, speakers shared 
formative experiences that motivated their 
career trajectories—speaking candidly about 
progress made by women in the financial ser- 
vices industry, challenges that remain and 
opportunities for growth. 


In her opening remarks to attendees, Shelley 
O'Connor, Morgan Stanley Wealth Manage- 
ment's Head of Field Management, emphasized 
the firm’s commitment to attract, advance and 





Shelley O'Connor 
Head of Field Management 
Morgan Stanley 
Wealth Management 





support women in wealth management careers, 
noting, “Today we can begin a game-changing 
dialogue on how together we can help transform 
the face of Morgan Stanley Wealth Management 
and our industry.’ 


Morgan Stanley is continuing the momentum of 
this experience by inviting attendees to speak 
in their local markets about careers in wealth 
management and investing in their business and 
professional development through individual 
coaching opportunities. 
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Gone Flat 


Rockstar energy drinks took off like a rocket. Today it’s stuck in low 
orbit—and the problem seems to be billionaire founder Russ Weiner. 


BY ABRAM BROWN 


he call came out of nowhere. 
For weeks I had been trying to 
arrange a sit-down with Russ 
Weiner, the billionaire founder 
of Rockstar energy drinks. Sud- 
denly, on a steamy August afternoon, he sum- 
moned me to an interview—his first ever— 
because he wanted to ensure a high enough 
place on The Forbes 400. (With a net worth 
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of $2.5 billion, he weighed in at No. 249.) 

We meet on his yacht—the 161-foot Blind 
Date, soon after rechristened Rockstar (later 
crushed by a bridge in Miami). Weiner, his 
parents, his girlfriend and a ten-person crew 
are docked at Manhattan’s Chelsea Piers for 
a week’s vacation. Appearing from a doorway, 
Weiner ushers me into a sitting room—lined 
with plush sofas—that slaps you with air- 





Legend in his own 
mind: “I’m very happy 
with third overall—it’s 
amazing,” says Weiner. 
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conditioned relief. At 44 he looks at least a 
decade younger, thanks to his southern Cali- 
fornia tan and a roosterlike crown of gelled 
red hair. 

“T got very depressed going out in Man- 
hattan because there wasn’t any Rockstar 
anywhere,” he says. “You can’t find it.” Not 
because it was sold out, but because it’s sel- 
dom sold at all: His larger competitors, Red 
Bull and Monster, have utterly swamped his 
brand. Weiner blames the stores (“They’re 
saying they don’t need anything more”), his 
rivals’ unyielding grip on the market (“It’s 
hard for us to break through”) and brand loy- 
alty that seems out of his control (“How do 
you shift someone from one thing to basically 
the same thing?”). You get more than a faint 
scent of victimhood. 

Rockstar was a rocket for the first six years 
of its existence, a cheaper alternative to Red 
Bull, offering more flavors. Revenue soared 
an annual average of 103% from 2001 to 2007, 
reaching $405 million. Over the last seven 
years, with annual growth slowing to 8%— 
to an estimated $670 million in revenue for 
2013—Rockstar has been stuck in an orbit that 
Weiner can’t seem to blast out of. A major rea- 
son: He has starved the company of resources. 
It is a distant third player behind Red Bull and 
Monster, which started a year after Rockstar. 

Weiner realizes that—sort of. “Looking 
back it’s so easy to say, ‘Spend more on mar- 
keting or investing in your brand. The more 
you spend, the more your return later on,” he 
recites. “I would rather save my money. When 
I actually got real money, I put it in the bank.” 

By his own reckoning that amounts to $700 
million, including real estate in California 
and Florida. Weiner owns 85% of Rockstar; 
his mother, Janet, who is CFO, has the other 
15%. His net worth probably ought to be a 
multiple of what it is. Monster, whose revenue 
is roughly three and a half times as large as 
Rockstar’s, has a market value six times big- 
ger—$18.3 billion. Red Bull is worth at least 
$20 billion. “We need something unique,” 
Weiner concedes. But his solution is to come 
out with more flavors, like Horchata and cof- 
fee blends, and his own almond milk. “It’s not 
like the competition is resting on its laurels,” 
observes Morningstar analyst Adam Fleck, 
who closely watches the energy drink market. 
“Tt makes you wonder, just how much can 
Rockstar do?” 
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For starters Weiner might want to get a 
grip on his shortsightedness—and his short 
temper. His combativeness has cost him key 
executives and soured a lucrative distribution 
deal with Coca-Cola. His lack of planning 
and missed opportunities have allowed his 
competitors to overtake him—a situation that 
troubles him not a whit: “Being third right 
now is a great place to be.” 

Weiner once soared along a different tra- 
jectory. After getting a degree in poli-sci from 
San Diego State, he hawked spring-break 
trips to Cancun and Honolulu to high school 
students. At age 28, following the interests of 
his talk radio bomb-thrower father, Michael 
Savage, into conservative politics, he made a 
doomed run for a California State Assembly 
seat, receiving 13.3% of the vote. The cam- 
paign did catch the eye of his dad’s friend 
Maurice Kanbar, founder of Skyy Vodka, 
who quickly hired Weiner. “He saw I had the 
guts to stand up with the American flag—and 
people cursing my name,” Weiner says. 

But Kanbar didn’t see the value in Wein- 
er’s big idea. Red Bull had recently arrived 
in America and become a bar staple, an easy 
mixer with vodka. When Weiner suggested 
that Skyy develop its own energy drink, Kan- 
bar demurred, particularly unimpressed with 
the name: Rockstar. Weiner quit. 

His breakthrough was thinking cheaper 
and bigger: a 16-ounce can (usually reserved 
for beer) at $2 (the price of an 8-ounce Red 
Bull and that of other rivals). Before tak- 
ing out a $50,000 mortgage on his Sausalito 
condo, Weiner rented a computer at Kinko’s 
where he designed the logo and engaged 
flavor companies—which worked gratis, he 
claims, because of his connection to Kanbar— 
to develop recipes. He went through 700 
varieties before finding one slightly sweeter 
than Red Bull but packing the same punch 
(80mg of caffeine). 

While the first Rockstar cans circulated 
in San Francisco stores and bars in 2001, 
Weiner tooled around the city in an old limo 
on which he’d painted the logo. The company 
brought in $2.8 million that year. Weiner 
leveraged his Kanbar connection again and 
brought on Southern Wine & Spirits to dis- 
tribute the drink. Dr Pepper joined, too. 

Weiner has kept his inner circle close, first 
hiring friends with little beverage experi- 
ence. “This company was like a fraternity,” he 
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recalls fondly. It even had a housemother— 
his mother. Janet Weiner became CFO, even 
though her finance background consisted 
mostly of once running an herb store. “I’ve 
always worked for myself,’ she says, reached 
by phone. “We work well together. We have a 
really good harmony.” 

Other executives didn’t groove on the 
same vibe and complained about Weiner’s 
control and tightfistedness. “He just didn’t 
give us any marketing money,” sighs one ex- 
lieutenant. “It’s tough to compete when you 
don’t have a marketing budget, and Red Bull 
does.” Rockstar spends an estimated 4% of its 
sales on advertising and marketing (Weiner 
disputes this figure: “We spend enough”), 
while Monster shells out about 8%. Weiner 
targets tiny audiences via sponsorships of 
extreme athletes like BMX rider T.J. “Yunk” 
Ellis and skier Alex “Alki” Bellemare. Televi- 
sion? Radio? Internet ads? Not a chance. “We 
don’t have an advertising agency,” boasts 
Weiner. “Everything we do is on our own.” 

Weiner isn’t a fan of long-term planning, 
either. He hates to schedule meetings, making 
appointments only a few days—if not a couple 
of hours—ahead. “It’s very, very hard for me to 
focus on the future,” he concedes. “With busi- 
ness you can’t do that. If you look that far ahead, 
you’re gonna lose in the here and now.” 

Rockstar has lost plenty thanks to Wein- 
er’s irascibility. Not long after starting a dis- 
tribution deal with Coke in 2005, when his 
sales were $215 million, he was unhappy with 
the relationship. “They were focusing on 
vitaminwater; they kept trying to make their 
own energy drinks,” Weiner recalls. “We’d 
fight with each other, scream at each other.” 
One former Rockstar executive says that 
Weiner’s promotions were another source of 
irritation: “Russ likes to use beautiful models, 
and Coca-Cola didn’t appreciate that much.” 
Weiner denies the advertising was a prob- 
lem; Coke won’t comment. The relationship 
unraveled in 2009, and Rockstar signed a new 
distribution deal with PepsiCo. 

Weiner says sales dropped 5% when the 
switch occurred, adding, “Everything hit at 
once for us.” 


Yet he hasn’t looked to his executives for 
help. “I set the direction; they follow the 
guidelines,” he says. Says Jason May, Rock- 
star’s marketing chief: “I would describe 
Russ as a strong-personality type.” Weiner 
usually operates as an absentee landlord, 
through cascades of e-mails and phone calls 
from his homes in California and Florida, 
which he shares with four white poodle/ 
cocker-spaniel mixes. He once described an 
executive vice president’s job as “gets what I 
want done.” All sales agreements with major 
Rockstar customers, like 7-Eleven and Wal- 
Mart, require his approval. When a snow- 
boarder asked for $1 million in sponsorship 
cash, Weiner personally axed the deal. 

One former executive says Weiner pays 
his lieutenants well—and has to, given how 
difficult he is to work with. A few former 
managers recall such legends as the groom 
reduced to tears on his wedding weekend 
after a call from Weiner, and the executive 
forced to fire people on Christmas Eve to 
please the boss. “Character assassination,” 
says Weiner. 

“Russ is a very hard guy to work for,” says 
one former employee. “And without the right 
guys, the company can’t grow well.” 

That pretty much leaves the battle royal 
against his two larger rivals to Weiner and 
his mom. His plan seems to rely heavily 
on uninspiring ideas—and wishful think- 
ing. “I still think we have better flavors than 
Monster,” he insists. “Red Bull isn’t hip. It 
isn’t cool. Even the Space Jump”—Felix 
Baumgartner’s 120,000-foot skydive in Octo- 
ber 2012—“I don’t think younger generations 
even care.” 

If Rockstar stays in a rut, Weiner will 
probably blame it on somebody else—just as 
he has with everything else that’s gone wrong 
at the company, his election loss 16 years ago 
and a swap he made as a kid that he still re- 
grets. “I traded a Willie McCovey error card 
for two Fernando Valenzuela rookie cards,” 
he recalls, referring to the first baseman who 
then played for the San Diego Padres and the 
L.A. Dodgers pitcher. “That was the first time 
I got screwed ona deal.” 3K 
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ALTERNATIVES 


It's never been easier to make the ultimate 
alternative investment: financing films. Here's a 
road map for getting involved—but tread carefully. 


BY ZACK O’MALLEY GREENBURG 


na chilly afternoon last autumn Whoopi Goldberg found 

herself wandering toward a group of strangers in a tiny Appa- 

lachian coal-mining town, preparing to thank them profusely. 

She was in Big Stone Gap, Va. to shoot a film of the same 

name (based on the novel by her friend Adriana Trigiani) 
alongside costars Ashley Judd and Patrick Wilson. The unfamiliar faces, 
perched behind monitors that allowed them to see everything the camera- 
men saw, belonged to the film’s financial backers. Goldberg introduced 
herself and expressed her gratitude to the starstruck group for giving her 
the job. 

“T’m always glad when anybody invests in cinema,” says Goldberg a year 
later, recalling the episode from the lobby of ABC’s Manhattan studios. 
“Tt’s not easy, and Adriana waited 12 years to get this made. And I wanted 
to thank them.” 

In the case of Big Stone Gap, the “anybody” is a group called Media Soci- 
ety. Founded in 2012 by venture capitalist Wade Bradley—an early investor 
in companies like Learning.com, Anvita Health and SnapNames, which 
invented the back-ordering of Web domains—the company aims to help ac- 
credited investors plow money into promising medium-budget films. 

For a minimum investment of $150,000, these fledgling executive pro- 
ducers can become partners in a slate of three to five projects. Bradley, 
who says he’s raised more than half his goal of $73 million for the first 
batch, promises he’ll pay back each of his 90 or so current shareholders 
115% before taking a penny himself; after that he and his company take 17% 
of profits. The investors get the rest, as well as a K-1 on tax day. 
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UNKNOWN ALL-ST*R 
Tony Mitchell 


AGE: 55 

REDFORD TOWNSHIP, MICH. 

DAY JOB: REGIONAL ACCOUNT 
MANAGER, BROWN-FORMAN 
STRATEGY: “BUY WHAT YOU 
KNOW.” 

TEN-YEAR AVERAGE RETURN: 28% 
PICK: TOYOTA (TM) 


As someone who has spent the last 15 years 
figuring out how to get the people of Michi- 
gan and Ohio to buy more Jack Daniel’s and 
Southern Comfort, Tony Mitchell believes he 
has a good bead on what it takes to excel 
in consumer marketing. His “buy what you 
know” Peter Lynch approach to stock pick- 
ing, and two fortunate holdings (Apple and 
Priceline), have afforded him an average 
annual return of 28% for the decade ending 
Sept. 2014, according to San Mateo’s Marke- 
tocracy, a firm whose asset-management 
arm is now putting real money behind his 
portfolio picks. 

Mitchell dropped out of college at 
19 to support his family and went back 
to school only in 2007 to complete his 
bachelor’s degree and M.B.A. He says he 
has been a “student of business” his whole 
life, including stints as a restaurant owner 
and convenience store owner. “Another 
investor might not see the same things | see 
because they don’t have the experience | 
have,” he says. “All the companies I’ve run, 
all the people I’ve managed, have played 
into the perceptions of how | look at stocks 
and companies.” 


STRATEGY: Mitchell will buy only com- 
panies in businesses he understands and 
thus favors consumer marketers. The most 
critical factor he looks for in companies is 
management and customer focus—wheth- 
er a company like Apple is building an 
emotional bond. Once he’s found a com- 
pany whose product or service he likes, he 
digs into the financials, studying the com- 
pany’s cash flow, cash balances, quick ratio 
(a measure of short-term liquidity) as well 
as its P/E and PEG ratios. Mitchell does 

his research at nights and on weekends 

by reading online articles and listening to 
business news radio in his car while on the 
road for work. 


2015 BEST IDEAS: When Mitchell went 
back to school to get his M.B.A., he learned 
about management guru W. Edwards 
Deming and his theories on customer 
retention, quality control and business 
growth, credited with inspiring Japan’s 
postwar economic miracle. Toyota Motors 
(TM, 128) still operates on Deming’s 
principles, and despite recent air bag 
recalls, Toyota is the stock for 2015, he 
believes. Following up on its huge suc- 
cess with hybrids, next year Toyota will 
introduce its emission-free hydrogen fuel 
cell car, Mirai, which Mitchell expects will 
propel the company. —Maggie McGrath 











84 | FORBES DECEMBER 29, 2014 


“What I liked about the entertain- 
ment industry is that it’s very, very 
similar to venture capital, in that 
everything is a startup,” says Bradley, 
53. “From a venture capitalist’s point 
of view, it’s brilliant. ... You bring 
these 150 people together for maybe 
six to eight weeks. They build the 
product, and then they all leave.” 

Like the startup world, it’s also 
very risky. Hollywood is littered with 
the carcasses of scripts that never got 
filmed and flicks that flopped at the 
box office. Bradley knows as well as 
anyone: His first attempt at this busi- 
ness model, a company called Indie- 
Vest, not only produced two duds 
(Saint John of Las Vegas in 2009 and 
Knights of Badassdom in 2013), but he 
also got taken to arbitration by three 
disappointed investors. 

“Sometimes it works, and some- 
times it doesn’t,” says Goldberg. “And 
I think it really is about who’s putting 
the money in and whether they real- 
ize that it’s not a guarantee.” 

Still, wealthy entrepreneurs have 
been swaggering into Hollywood 
with grand plans for decades, often 
with great results. Billionaire former 
eBay president Jeff Skoll launched 
his own company in 2004 and went 
on to produce Syriana (2005) and 
An Inconvenient Truth (2006). Larry 
Ellison’s children produced the Coen 
brothers’ True Grit (2010) before 
they turned 30 and are now both 
Tinseltown titans in their own right: 
Megan Ellison’s résumé includes 
Zero Dark Thirty (2012) and Ameri- 
can Hustle (2013), while David E]- 
lison has the latest installments of 
Mission: Impossible (2011) and Star 
Trek (2013). 

Not everyone has access to such 
vast sums, but there are more ways 
than ever for nonbillionaires to in- 
vest in film. Thanks to the advent of 
crowdfunding, wannabe film pro- 
ducers can back projects for a few 
dollars instead of a few million—and 
not just whimsical projects by your 
neighbor’s teenager. Spike Lee raised 
over $1.4 million for his latest film 


on Kickstarter; Zach Braff racked up 
more than $3 million for his. 

In those cases, to be sure, the 
maximum return on investment 
leaves much to be desired, at least 
from a financial standpoint. For 
Lee’s flick, the entry-level payoff is a 
thank-you tweet ($5), while the most 
expensive is an evening at a Knicks 
game with Spike himself ($10,000). 
For Braff’s, rewards begin with video 
memos ($10) and top out at a one- 
line speaking part in the film and 
tickets to the premier (also $10,000). 

For many investors in the space 
the perks are the payoff—or at least 
a big part of it. Ivan Williams, a 
longtime oil and gas executive who 
invested about $150,000 in Bradley’s 
slate of films—and was there for 
Goldberg’s greeting—says his decision 
was based on both “the opportu- 
nity for significant returns on my 
investments” and “the whole other 
experiential aspect that I certainly 
don’t get with my investments in 
Coca-Cola and Alcoa.” 

Those steady returns aren’t easy 
to achieve, but they are often ac- 
complished by producers who target 
films in the vast space between low- 
budget indies and nine-figure Tom 
Cruise flicks. Bradley’s company 
seeks out projects that have eliminat- 
ed a great deal of uncertainty from 
their bottom lines with the help of 
tax credits and foreign presales. He 
says he’ll take a risk on no more than 
a 15% share of the production costs 
when backing a larger film. 

“We have a determined list of 
elements that we need to see in place 
before we’ll actually fund a project,” 
Bradley explains. “And when we have 
all these elements in place, then we 
fund.” 

With a brand-name cast, a budget 
of less than $10 million and a 37.5% 
tax rebate from the Commonwealth 
of Virginia, Big Stone Gap is a reason- 
ably safe bet. The project fell into 
Bradley’s lap last year after its initial 
financing fell through: Fortunately, 
its Oscar-winning producer Donna 
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UNKNOWN ALL-ST*R 
Robert Krebs 


AGE: 62 

ORANGE COUNTY, CALIF. 

DAY JOB: RETIRED MICROCHIP 
ARCHITECT; NOVELIST 
STRATEGY: SELLING OPTIONS 
FOR INCOME 

TEN-YEAR AVERAGE RETURN: 19% 
TOP PICKS: SELL MAY 2015 AMBA 
PUTS; SELL JAN. 2017 SDRL PUTS 


Among the regulars on stock-discussion 
message board Valueforum.com, few com- 
mand the attention of Bob Krebs (known 
online as dig4value), especially when he’s 
talking generating income by selling put 
and call options, covered by either cash or 
the underlying stocks, respectively. Until 
his recent retirement Krebs spent the bulk 
of his career as an engineer in California’s 
technology business. He is a devout Chris- 
tian who, with his wife, homeschooled their 
now college-aged daughters. He recently 
wrote the mystery novel C.R./.M.S.O.N., 
which he self-published via Amazon. During 
his 40-plus-year career, he has dabbled in 
a host of different investments, including 
buying and renting single-family homes 
and tech stocks, but now his focus is on 
generating investment income primarily by 
actively trading stock options. 


STRATEGY: Krebs looks to earn an extra 

1% to 2% per month on his portfolio by 
selling out-of-the-money calls and puts, 
often against his stocks. This strategy, which 
earns income from options premiums that 
expire worthless, is often employed by 
sophisticated hedge funds and is also avail- 
able in so-called buy-write funds like Eaton 
Vance’s Tax-Managed Buy-Write Opportu- 
nities Fund (ETV), The tactic has afforded 
Krebs excellent returns, despite a relatively 
high cash position in his portfolio (currently 
50%). At any given time Krebs has 70 or so 
options positions open. 


BEST IDEAS: Sell the May 2015 AMBA puts 
with a $40 strike price at about $2.75. “| 
think it is a very safe play in that it is unlikely 
AMBA will fall into the 30s,” says Krebs of 
Santa Clara’s Ambarella (AMBA, 51), which 
makes the video chips for GoPro and other 
cameras and has a very strong earnings out- 
look. “It will give you a 14% annualized return 
against the strike price.” 

For a more speculative play, Krebs rec- 
ommends selling the long-dated put options 
of offshore driller Seadrill (SDRL, 12). Spe- 
cifically, its Jan. 2017 puts with a strike price 
of $8, which were recently selling at $2.20 
per contract. This will effectively get you into 
SDRL, currently trading at $11.57, at just over 
$6 per share. “It is a very long-dated put, 
and yet you net about 11% a year over the 
next two years against the strike price. Will 
SDRL fall to $6 a share? | guess it depends 
on how far oil will fall,” says Krebs. 

—Matt Schifrin 
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Gigliotti (Shakespeare in Love, Silver 
Linings Playbook) had met Bradley 
eight months earlier and sent him 
the screenplay. Says Gigliotti: “In 
the span of two weeks I went from 
having zero to having the film fully 
financed.” 

For investors desiring a deeper 
Hollywood experience than the one 
offered by Bradley, there are many 
role models of outsiders who’ve 
made new careers for themselves 
with medium-budget films. Relativ- 
ity Media founder Ryan Kavanaugh 
went from hedge fund wunderkind 
managing $200 million to movie 
mogul billionaire in barely a dec- 
ade, thanks to films like The Fighter 
(2010) and Safe Haven (2013). 

Veteran producer Jim Stern 
majored in directing in college and 
got his start working on Broadway 
before starting Stern Joint Ven- 
ture, a fund of funds. His success in 
those arenas allowed him to move to 
Los Angeles to pursue his original 
dream; in 2002 he founded End- 
game Entertainment, which pro- 
duced and financed smash hits from 
Hotel Rwanda (2004) to Looper 
(2012) on moderate budgets. 

“The film business, if it’s done the 
wrong way, is risky,” he says. “If it’s 
done the right way, it’s not risky.... If 
I’m making Looper, and it’s a $35 mil- 
lion film, I’m setting it up so that our 
risk is de minimis because we have 
foreign sales, because we have tax 
credits, because we know that with 
this cast, there’s an underlying value 
domestically.” 

Stern notes that, even on a film 
with a midrange budget, there could 
be room for a well-connected out- 
sider bringing as little as $500,000 
to the table if there is a gap between 
the budget and guaranteed money 
from foreign presales and tax credits. 
He recommends that wannabe film 
financiers start by testing the waters, 
investing a sum they’re comfortable 
losing before diving headlong into 
the business. 

It’s possible, if risky, for Holly- 


wood newcomers to develop and 
fund films on their own, right off the 
bat. Gabriel Hammond launched the 
first-ever MLP index and sold half 
his business to Oppenheimer for 
undisclosed millions in 2010; three 
years later he teamed with younger 
brother Dan to launch Broad Green 
Pictures. They fully funded two films 
that premiered this year, Break Point 
and Learning to Drive, and purchased 
Andrew Garfield’s 99 Homes for $3 
million. They plan to hire 30 to 40 
more people and make or acquire 7 
to 15 films per year. 

“There are people who will have 
one skill set or another honed, but 
they’re all doing this because they 
love the business,” says the younger 
Hammond. “Even people who are 
just doing the finance, it’s because 
they really want to be a part of it.” 

Of course, that attitude can 
change quickly if a film flops. Brad- 
ley is still contending with claims 
from investors who lost money on 
projects funded by IndieVest. But, 
as one must in Hollywood, he’s 
forging onward with the rest of his 
slate and plans to invest more Media 
Society dollars in a horror film and 
perhaps a romantic comedy in the 
coming year. 

And then there’s Big Stone Gap, 
which premiered at the Virginia Film 
Festival: the story of a thirtysome- 
thing spinster (Judd) who runs a 
pharmacy in a Virginia coal-mining 
town—until a family secret complete- 
ly alters the course of her life. It’s still 
in negotiations with distributors for a 
large theatrical run, but that doesn’t 
faze Goldberg, who seems to have 
already gotten the desired return. 

“The people who gave us the 
money to make the movie allowed us 
to make not just a great movie but a 
beautiful movie,” she says. “It looks 
lush. And when you have the right 
people, maybe you don’t need a gazil- 
lion dollars.” 

One hopes that for Bradley, that’s 
enough for his investors. It might 


have to be. @ 
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The smart money is betting that student debt is not only a 
Millennial burden but also a new asset class. Here’s how you (and 


your kids or grandkids) can benefit. 


BY MAGGIE MCGRATH 


t’s achilly autumn evening in trendy 

Williamsburg, Brooklyn, and 28 Millen- 

nials are gathered in the Greenhouse 

private dining room of farm-to-table res- 

taurant Wild, washing down gluten- and 
hormone-free gourmet pizza with free-flowing 
wine. Like 55% of their college-educated peers, 
the partygoers carry student loan debt; unlike 
their less fortunate peers, they’re not being 
dunned but wined and dined by their lender, 
the venture-capital-backed CommonBond. 

“This is not what you picture student debt 
to look like” remarks Zoe Fuller-Young, who is 
earning an M.B.A. at New York University with 
the help of aCommonBond loan. 

That’s because Fuller-Young and her fellow 
partygoers are what might be called the in- 
debted 1%—folks with five- or six-figure student 
debt racked up earning pricey and prestigious 
graduate degrees. Their earnings potential and 
expected low default rates make them such at- 
tractive borrowers that smart private investors 
can lend to them at less than Uncle Sam’s one- 
size-fits-all student loan rates and still make a 
nice return, even after the cost of free organic 
pizza and such extras as career counseling. 

“Tt’s a trillion-dollar opportunity. You don’t 
get a lot of those,” gushes Brian Hirsch, cofound- 
er of Tribeca Venture Partners, an early investor 
in CommonBond. (He sits on its board.) 

Well, maybe not a trillion, but hundreds 
of billions. About 75% of the $1.2 trillion in 
outstanding student loan debt is eligible to be 
refinanced, and the creditworthy tranche of this 
debt—the part private investors are eyeing—to- 
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tals at least $200 billion. So far CommonBond 
has made some $100 million in loans to current 
students and graduates of 109 M.B.A., J.D., 
M.D. and engineering programs at 50 brand- 
name schools. Another VC-backed company, 
three-year-old SoFi (for Social Finance), has 
refinanced more than $1 billion in student debt 
held by 13,500 graduates of 2,200 schools, mak- 
ing it the largest refinancer in the market. 

By cherry-picking the best borrowers, these 
fast-growing upstarts could leave the federal 
government with an even higher default rate 
on its portfolio. That “has the potential to 
undermine the confidence in the student loan 
system,” worries David Bergeron, vice presi- 
dent for secondary education at the Center for 
American Progress and a former official at the 
US. Department of Education. 

Maybe. But meanwhile, Millennials with 
good prospects look to save some nice bucks 
on their student debts, while older, established 
folks, maybe even their parents or grandpar- 
ents, have a new fixed-income investment to 
consider—with a feel-good kick. 

This year a graduate student can borrow up 
to $20,500 in a Stafford loan from Uncle Sam 
at a fixed rate of 6.21% and the balance of his 
school’s costs in a Direct Plus Loan at 7.21%. 
(Direct Plus Loans made from 2006 until 2013 
carried an even steeper rate: 7.9%.) The govern- 
ment offers no refinancing deals for high earn- 
ers but charges no penalty for early repayment. 

That makes it easy for SoFi and Common- 
Bond to refinance and undercut federal loans. 
Both now offer five-year fixed-rate refinanc- 





Elite lenders: CommonBond 
cofounders David Klein (left) 
and Mike Taormina are focused 
on grads of 50 top scho6ls. ~~ 
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Graduation day: After raising 
$161 million from venture 
capitalists, SoFi CEO Mike 
Cagney aims for a 2015 IPO. 


ing that ranges from 3.625% to 5.99% 
(depending on their judgment of a stu- 
dent’s creditworthiness); ten-year fixed 
rates of 4.74% to 6.625%; and a buffet of 
longer-term and adjustable-rate loans. 
SoFi estimates that its average bor- 
rower this summer refinanced $71,000 
in debt and will save nearly $12,000 in 
interest over the life of a ten-year loan. 
The upstarts are out to disrupt tradi- 
tional banks, too, figuring they can use 
student loans as an entrée to long-term 
relationships with young bank-wary 
high earners (71% of Millennials say 
they’d rather go to the dentist than talk 
to a bank). SoFi, which says its aver- 
age borrower has an income north 
of $130,000, recently started offering 
mortgages of up to $3 million in six 
states, including California and Texas, 
with down payments as low as 10%. 


THE TENANT DIRECTORY of 
1 Letterman Drive, a brick office build- 
ing tucked away in San Francisco’s lush 
Presidio Park, reads as a partial who’s 
who of venture capital funds: On the 
third floor is Trulia investor Polaris 
Partners; one floor up is Tesla backer 
Tao Capital Partners and billionaire 
Peter Thiel’s eponymous Thiel Capital. 
And on the ground floor is SoFi, which 
counts Thiel among its more recent 
investors. (It has raised a total of $161 
million from VC and angel investors.) 
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SoFi’s CEO and cofounder is Mike 
Cagney, a 43-year-old with curly au- 
burn hair and a ruddy complexion who 
began his career as a proprietary trader 
for Wells Fargo, rose to head trader 
and then built Finaplex, a wealth- 
management software company, selling 
it off to Broadridge in 2007. In 2010 
he was running his own hedge fund, 
Cabezon Investment Group, when 
he decided to recharge his entrepre- 
neurial batteries at Stanford Business 
School’s Sloan Fellowship program for 
midcareer execs. In the school’s famed 
“Startup Garage” class Cagney and his 
three SoFi cofounders (two are still at 
SoFi) conceived it as a peer-to-peer 
lending operation organized around 
university affinity groups: Prosperous 
alumni would lend to borrowers from 
their alma maters. 

With startup investments from Jo- 
seph Chen, founder of Chinese social- 
networking site Renren, and Baseline 
Ventures founder Steve Anderson 
(both sit on its board), SoFi launched 
in the fall of 2011. Its first project was a 
$2 million fund for Stanford students 
raised from 40 alums who qualified as 
accredited investors (meaning they had 
investable assets of $1 million-plus or 
annual incomes of $200,000-plus). 

Other elite school funds followed. 
Still, Cagney wanted to grow faster, 
and to do that, he figured, he needed 








to focus on refinancing the big debts of 
those who had already graduated—rath- 
er than making smaller semester loans— 
and to tap institutional as well as indi- 
vidual investors. He approached Wall 
Street in 2012 but got a chilly reception. 
“Student loans? Good luck,” one Bank of 
America official scoffed, recalls Cagney. 
Still, he kept pitching away and hired 
experienced execs: His CFO is the for- 
mer CEO of KKR Financial, a subsidiary 
of private equity megalith KKR, and his 
general counsel spent a chunk of his 
career at Sallie Mae. 

Finally, in March 2013, SoFi secured 
a $60 million line of credit from Mor- 
gan Stanley. In December 2013 it com- 
pleted a $151 million securitization of 
refinanced graduate student loans—the 
first such securitization by a peer-to- 
peer lender. It sold another $251 million 
in notes in July and $303 million in No- 
vember, with an A rating from S&P and 
A2 from Moody’s. 

About 20% of SoFi’s loan money so 
far has come from accredited individual 
investors, who can elect to invest in a 
general pool or one where returns are 
linked to the performance of loans from 
their alma maters. (About half pick a 
single school.) They can also buy SoFi 
perpetual preferred stock, which car- 
ries a 6.5% qualified dividend if 99% of 
their chosen school’s loans are paying 
on time but 0% if less than 97% are in 
good standing. 

MIT graduate Chris Neil, a 48-year- 
old senior vice president at San Jose- 
based semiconductor maker Maxim 
Integrated, has put $125,000 into the 
loan pool for his alma mater. He’s been 
earning 4% to 5% (double what bank 
CDs are paying), and knowing that 
MIT loans back up the notes “helps me 
sleep at night,” he says. (Another selling 
point for investors: Unlike normal con- 
sumer debt, student loans are almost 
impossible to discharge in bankruptcy.) 

As for those once standoffish banks, 
they’ve shown an “insatiable” appetite 
for SoFi’s paper, Cagney boasts. Why 
don’t they just refinance loans them- 
selves? Discover Financial has a pilot 
program going, and Citizens Bank ex- 
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UNKNOWN ALL-ST*R 


Sanket Mehta 
& Sheetal 
Chavan 


AGE: 30 AND 32 

NORTH BERGEN, N.J. 

DAY JOB: MEHTA IS A SENIOR 

FINANCIAL ANALYST AT VITAMIN 

SHOPPE. CHAVAN IS A SENIOR 
MERCHANDISE PLANNER AT GARAN, 
THE MAKER OF GARANIMALS. 


After earning his M.B.A. from the City 
University of New York’s Baruch College 
in 2009, Mehta was left with $60,000 in 
student loans. As an Indian national (his 
U.S. permanent-residency green card 

is in the works) he wasn’t eligible for 
federal loans, so these were all private 
student loans with rates varying from 
4% to 11%. Mehta’s wife, Sheetal Chavan, 
carried even pricier debt: She had a 
$20,000 loan with a 14% interest rate 
from Bangalore-based Canara Bank. 


STRATEGY: Determined to lower the 
couple’s student-debt interest costs, 
Mehta approached a well-off cousin who 
works in finance in the U.S. and had cash 
sitting on the sidelines. In February he 
borrowed $40,000 from the cousin and 
used it to pay off his wife’s 14% loan 

and his own $20,000 student loan from 
Citibank, which carried an 11% inter- 

est rate. This was no sweetheart deal; 
his cousin agreed on a three-year loan 
term with a 7% interest rate. “He had 
cash lying around and not getting great 
returns, especially last year,” says Mehta. 
“It’s a safe investment. He knows me and 
| know him. No one is taking advantage 
of each other.” (Note that a family lender 
must report the interest as income and 
must currently charge at least 0.34% on 
a new three-year loan to avoid gift tax 
complications.) 

While Mehta consulted with his then 
financial planner, Marcio Silveira, to make 
sure the idea made sense, he and his 
cousin executed the loan documents on 
their own and modeled out the repay- 
ment schedule in Excel spreadsheets 
sent over e-mail. Mehta makes payments 
automatically from his bank account. 

In ten months he has paid down nearly 
$15,000 of the $40,000 loan. Between 
the lower rate and faster repayment, the 
couple looks to save around $10,000 in 
interest. 


BEST ADVICE: “Definitely look at your 
earning potential before you borrow 
from your family,” Mehta says. “That’s 
one of the biggest things that can impact 
your relationships with them. How much 
can you realistically pay every month? 
Just because your family members have 
money, don’t take it for granted.” 

—M.M. 
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panded its offerings in September, with 
fixed rates as low as 4.74% for those 
who set up automatic payment from a 
Citizens checking account. Wells Fargo 
offers loan consolidations to existing 
borrowers, giving them a chance to 
apply for a lower rate. But the big banks 
would likely be skewered by consumer 
advocates if, like SoFi or CommonBond, 
they offered lower rates to graduates of 
more prestigious schools. 

SoFi doesn’t lend solely based on a 
borrower’s degree, however. It requires 
each to have a job or job offer in hand 
(law school grads must have passed 
the bar) and looks at salary and credit 
scores. If a borrower loses his or her job 
through no fault of their own, SoFi will 
suspend monthly payments and help 
with the job search, reaching out to its 
well-connected investors. It boasts that 
it hasn’t had one default in its entire re-fi 
book. By contrast, 14% of federal student 
loan borrowers default within three 
years of beginning repayment. 

Cagney’s next goal is an IPO in 2015. 
Beyond that, he says, he wants to create 
“self-sufficient” school-centered lend- 
ing machines. Harvard graduates would 
borrow from other Harvard graduates 
and, once they repay their loans, rein- 
vest in the next generation of Harvard 
grads. “That way there’s something 
rewarding and meaningful about that 
social aspect,” he says, “but it’s still done 
at market rate.” 

School ties are nice, but return is key. 
“Under almost no circumstance has any 
of my investors ever looked at this as a 
gift,” says Cagney. “They’re constantly 
focused on return, liquidity and getting 
paid back. It’s almost draconian.” 

Like SoFi, New York-based 
CommonBond was born from a pres- 
tigious M.B.A. program; unlike SoFi, 
CommonBond emerged from the debts 
of its founders. David Klein, 34, Mike 
Taormina, 31, and Jessup Shean, 32, met 
at Wharton and bonded over dissatis- 
faction with the rates and service on 
their own federal and private student 
loans. All had experience in finance: 
Klein at American Express and the 
other two at JPMorgan. They launched 


in November 2012, shortly after gradu- 
ation, with $1 million in angel equity 
investment and a $2.5 million loan kitty 
raised from accredited-investor Whar- 
ton alums, using the money to refinance 
debt of their classmates. Klein is now 
CEO and Taormina CFO. (Shean joined 
M&A advisory firm Greenhill & Co.) 

CommonBond is taking growth 
slower than SoFi and has yet to lend 
beyond the academic elite. Last year 
it raised $100 million in a combined 
debt and equity offering led by Tribe- 
ca. Among the new investors: former 
Citigroup CEO Vikram Pandit and the 
Social + Capital Partnership. 

“Not to be glib about it,” says Tom 
Glocer, former Thomson Reuters CEO 
and a CommonBond equity investor, 
“but if you’re coming to me for a loan 
and you’re a dentistry student at the 
University of Pennsylvania, I’ll be more 
willing to make a loan than if you tell 
me you’re an art history major at Texas 
Christian.” 

CEO Klein defends staying focused, 
for now, on only 50 schools. “You could 
argue,” he says, “that part of the reason 
we got into the financial crisis was that 
lending was happening because people 
were knocking at the door without ap- 
propriate underwriting happening” 
Still, he expects to have $500 million 
in loans out to graduates of the 200 top 
schools by the end of 2015, financing 
that growth with institutional capital. 

Meanwhile, both startups face a 
risk that Uncle Sam could somehow 
ruin their party. If there’s one thing 
that scares him, Cagney says, it’s the 
prospect that the government will start 
refinancing loans at rock-bottom rates. 
That seems unlikely for now, with Re- 
publicans in control of Congress. 

There’s also the possibility that larger 
peer-to-peer lenders like Prosper and 
Lending Club might elbow their way in. 
CommonBond investor Glocer suggests 
the student refinancers might end up as 
acquisition targets for peer lenders or 
for the likes of Amex, which could see it 
as a way into the wallets of the educated 
elite. “You get someone early enough, 
they’ll stay,’ he says. 
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Putting their theories 
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Andrew W. Lo, 
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Lasse Pedersen and 
Jeffrey Brown. 
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'vory-tower money managers have been viewed 

' suspiciously since the spectacular 1998 collapse . 

of Long-Term Capital Management, with two 
Nobel Prize economics winners, Robert Merton and 
Myron Scholes, involved. But don’t write the eggheads 
off. After all, Yale’s Robert Shiller warned about the 
housing bubble long before it burst. Here are four 
academics whose insights could help you get rich or 
at least protect the wealth you have. 


segs 
E Wel=be 6) 


ae 


ae 


DECEMBER 29,2014 FORBES | 97 


JASON GROW FOR FORBES; DAVID YELLEN FOR FORBES; DAVID YELLEN FOR FORBES; JEFF SCIORTINO FOR FORBES; ASSEMBLY BY STEPHEN WEBSTER FOR FORBES 





UNKNOWN ALL-ST*R 
Kai Petainen 


AGE: 40 

ANN ARBOR, MICH. 

DAY JOB: ADJUNCT LECTURER, 
UNIVERSITY OF MICHIGAN 
STRATEGY: ACADEMICALLY 
INSPIRED STOCK SCREENING 
TEN-YEAR AVERAGE RETURN: 14% 
TOP PICKS: ACCO BRANDS (ACCO); 
SPIRIT AEROSYSTEMS (SPR) 


Seventeen years ago Kai Petainen followed 
a girlfriend from northern Ontario to the 
University of Michigan and landed a job 
manning the help desk at the business 
school’s computer lab. While on the job 
Petainen absorbed the academic theories 
of accounting profs like Joseph Piotroski, 
Richard Sloan and Patricia Dechow, as well 
as others who passed through the M.B.A. 
and Ph.D. programs. He soon developed 
his own screening criteria and applied it 

to several portfolios on virtual money- 
management website Marketocracy.com 
beginning in early 2003. His 14% average 
annual return over a decade has allowed 
him to parlay his help desk gig into a spot 
as an adjunct lecturer teaching a 50-stu- 
dent elective finance class called Quant/ 
Value Portfolio Management (there is a 
30-student waiting list). Petainen’s success 
has also inspired the asset-management 
arm of Marketocracy to manage several mil- 
lion dollars in separately managed accounts 
mirroring his online trades. 


STRATEGY: Petainen screens for stocks 
using 34 different criteria, including low 
price/book and price/earnings ratios, posi- 
tive momentum in ROA and ROE, falling 
debt, insider buying, a five-year revenue 
growth rate of between 10% and 40% and a 
low “F” (for “fudging”) score, which assesses 
the level of accruals on a company’s balance 
sheet. He adds to his 30-stock portfolio only 
four times a year, during earnings seasons. 
His sell discipline is simple: Get out if earn- 
ings fall, even if only by one penny per share, 
as he did when his most profitable pick, 
trucking company SAIA (up 153% in two 
years), did in August. “I trade only four times 
a year to keep my turnover low and to avoid 
a disposition effect,” says Petainen. 


2015 BEST IDEAS: Since Petainen is a 
quant, he cares little about individual stock 
stories; his top-ranked stock currently is 
office products marketer ACCO Brands 
(ACCO, 9). It has a price/book of 1.4, a for- 
ward P/E of 11.4 and quarterly (year-over- 
year) earnings growth of 30%. The stock 
also has a low F score of 0.6 and a nice Pi- 
otroski financial health score of 6. Another 
stock on his buy list is Wichita aerospace 
manufacturer Spirit AeroSystems Holdings 
(SPR, 44), which has a forward P/E of 12.4, 
a price/book of 3.3 and quarterly earnings 
growth of 79%. 

—Lauren Gensler 
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THE INVESTMENT GUIDE: ALTERNATIVES 


Andrew W. Lo, 54 

MIT SLOAN SCHOOL OF MANAGEMENT 

FINANCE PROFESSOR AND DIRECTOR, LABORATORY FOR FINANCIAL ENGINEERING 
ARTIFICIAL STUPIDITY 


“It’s unrealistic to say buy and hold. It’s like telling teenagers to abstain from sex,” quips Lo. 

The Hong Kong-born and Yale- and Harvard-educated Lo is hardly the first to observe 
that many investors hold on too long when markets are going down, finally panic and sell, 
and then wait way too long to get back in. What’s novel is the way he mixes behavioral eco- 
nomics and artificial intelligence to design programs that allow for human emotions while 
minimizing their wealth-destroying impact, an approach he dubs “artificial stupidity.” 

Simple example: There’s a threshold of pain—say, a 25% dive in the stock market— 
beyond which most normal humans can’t resist dumping stocks and going to cash. Fine. 
At that point the computer puts you in cash so you can sleep at night. But when market 
volatility subsides, as reflected, for example, by a decline in the Chicago Board of Options 
Exchange VIX Index, the computer starts buying again, long before most people would 
have the stomach to get back in. Truth is, buying and selling according to the VIX isn’t so 
stupid. “When the VIX spikes,” Lo says, “equities are almost never your friend.” 

These days Lo puts some of his theories to work as founder of AlphaSimplex Group, 
with its $3 billion Natixis ASG Global Alternatives Fund (GAFYX), which invests in a 
constantly changing menu of securities, including stock-index, currency and commodi- 
ties futures and forwards, dialing the risk up and down according to the volatility of 
the underlying markets. Returns have been a mediocre 5.1% a year since the fund was 
launched in September 2008, just half the S&P 500’s return. But Lo argues the fund did 
its job in the tumultuous final months of 2008, dropping only 3% compared with an 11% 
loss for hedge funds with similar strategies and a 23% dive in the S&P. 

Don’t want to pony up the fund’s 1.33% annual expense and up to 5.75% sales load? 

Lo offers this free advice: Accept you are a mortal who can panic, and adjust your 
portfolio to the risk in the marketplace, moving to bonds and cash when volatility goes 
up and moving back to equities when it subsides. The case for this approach is stronger 
since the increased tendency of different asset classes to move downward together in a 
crisis has weakened the power of diversification as a sleep-at-night prescription. “We all 
live in a world of diversification-deficit disorder,” says Lo. 


La ee ee ee ee ee 
Robert Whitelaw, 51 


NYU STERN SCHOOL OF BUSINESS 
PROFESSOR AND CHAIRMAN, DEPARTMENT OF FINANCE 
HEDGE FUNDS ON THE CHEAP 


The British-born and MIT- and Stanford-educated Whitelaw is an avid skier who has hiked 
the Alps, completing the popular 105-mile Tour du Mont Blanc trail through France, Italy 
and Switzerland with his family. So perhaps it’s fitting that he aims to conquer the hedge 
fund heights—for the average investor. 

As chief investment strategist of $1.5 billion (assets) IndexlQ (which New York Life 
Insurance Co. just agreed to buy) Whitelaw is attempting to replicate hedge fund strate- 
gies on the cheap with combinations of ETFs. Underlying this effort is his belief that 
there’s a good reason to own hedge funds: Their performance isn’t correlated with the 
ups and downs of the rest of your portfolio because they invest in alternative markets (or 
strategies) most retail investors don’t have access to. 

But, he says, you can’t know in advance which managers will actually generate alpha—that 
is, which will outperform the market return (or beta) of those alternatives—particularly after 
their voracious fees (typically 2% of assets and 20% of profits) are taken into account. 

Want exposure to commodities? Instead of paying a manager to trade corn futures on 
the Chicago Mercantile Exchange, you could buy a portfolio of stocks whose earnings are 
driven mostly by commodity prices, then short the whole stock market to strip out market 
beta. What’s left is a synthetic commodities portfolio, minus the 2-and-20. Index!Q’s 
Global Resources ETF uses this strategy. Total expense ratio: 0.76% of assets. 

What about replicating the performance of global macro hedge funds? Whitelaw has identi- 
fied half a dozen substrategies, including fixed-income arbitrage and emerging markets equi- 
ties, that he thinks explain most of their returns. He and IndexlQ programmers have devised 
“optimizers” that shift money from strategy to strategy. 

He admits there’s one style of hedge fund he can’t match: that of activist managers 
like Daniel Loeb, who make concentrated bets no computer could predict. 
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UNKNOWN ALL-ST*R 


Marcus Eder 


AGE: 46 

VIENNA 

DAY JOB: IT CONSULTANT 
STRATEGY: RELATIVE VALUE 
TEN-YEAR AVERAGE RETURN: 18.6% 
TOP PICKS: ITT (ITT); 
MALLINCKRODT (MNK) 


Growing up on the edge of the Iron 
Curtain in Vienna, Marcus Eder came to 
dislike the “static, slow-moving, securi- 
ty-above-all” mentality of his region and 
instead was captivated by the fast, free- 
moving pace of Western capital markets. 
Thus Eder’s day job is in IT consulting, 
but during evenings and on weekends 
he goes online to mine the SEC’s EDGAR 
database, combing through 10-Ks and 
10-Qs in search of promising companies 
to invest in. 


STRATEGY: Eder employs what he 

calls a relative-value approach to stock 
selection; he looks for companies that 
are undervalued by industry standards 
and have a catalyst lurking in their busi- 
ness models that will greatly improve 
their prospects. Specifically, he looks for 
small- to midcap companies that have 
the potential to become industry chal- 
lengers or are likely acquisition targets. 
Eder ignores P/E ratios because “earn- 
ings are a residual figure on the state- 
ment of operations and the most lagging 
indicator among all ratios available.” He 
instead focuses on analyzing industry- 
specific data, like a bank’s core capital 
figures or an oil-and-gas company’s re- 
serve life index or flowing barrel metrics. 
Eder also has a somewhat unorthodox 
view on risk: “‘Risk’ to me is not identi- 
cal with volatility, as the capital asset 
pricing model would dictate. To me, risk 
reveals itself as overvaluation versus 
industry averages.” 


BEST IDEAS 2015: Westchester, N.Y.’s 
ITT (ITT, 41) is a midcap company that 
engineers components for the automo- 
tive, energy, rail and aerospace busi- 
nesses. Eder likes it for its 34% gross 
margin and its enterprise-value-to-rev- 
enue ratio, which is 1.2. Companies with 
the same gross margin usually have EVR 
ratios closer to 2, so Eder estimates that 
ITT is undervalued by 30% to 40%. The 
company also has $520 million in cash 
on its balance sheet. 

Eder also likes Irish generic drug 
maker Mallinckrodt Pharmaceuticals 
(MNK, 95), which he sees as a potential 
acquisition target for a tax-inversion 
deal. Like ITT its EVR ratio is currently 
at a discount to industry peers. He says 
Mallinckrodt’s “specialty pharma and 
specialty generics are actively positioned 
in higher-margin niches such as con- 
trolled substances.” 

—Maggie McGrath 
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THE INVESTMENT GUIDE: ALTERNATIVES 


Lasse Pedersen, 42 

NYU STERN AND COPENHAGEN BUSINESS SCHOOL 

FINANCE PROFESSOR 

MOMENTUM AND VALUE DO MIX 

Momentum investing is nothing new—instead of fighting the tape, you buy stocks that are 
going up and dump (or short) those going down. 

But what makes Pedersen’s work intriguing is his finding that all sorts of individual se- 
curities in different countries display a sort of momentum effect, where they tend to keep 
going in the direction they’ve been going for, say, a year. From stocks to commodities to 
currencies, it doesn’t matter what you’re trading, just the direction it’s been going lately. 

Pedersen gets to apply his theories with real money these days as a principal with 
AQR, which manages $115 billion, and he admits it’s been an education. Trading strategies 
that look good on paper can fall apart when the humans who actually buy and sell securi- 
ties panic and liquidity evaporates, he notes—the very sequence of events that took down 
Long-Term Capital. But wait. If you’re more of a Warren Buffett value investor than a day 
trader, the prolific Denmark native also has work that suggests an answer to the mystery 
of why boring value stocks return more than their flashy growth counterparts. 

Some academics say it’s because boring companies are actually more risky, since they 
tend to be in older industries that could fade away. Pedersen sees something else going 
on: Most investors can’t or won’t use leverage to goose their returns (as some academics 
predict they should), yet they still want to get rich quick. So they pay too much for stocks 
that offer the promise of Google-type returns, just as people pay too much for lottery 
tickets. 

For those with an eclectic investing approach, Pedersen has found that you can com- 
bine a diversified portfolio of momentum investments with low-priced value stocks to get 
nicely balanced returns. “If you take value and momentum, they almost sound like they 
are opposites,” he admits. “The fact that they’ve both worked together historically is quite 
remarkable.” 


 ————_—__-___-—____-_s_ts==”"d2en 
Jeffrey Brown, 46 


UNIVERSITY OF ILLINOIS 
FINANCE PROFESSOR AND DIRECTOR, CENTER FOR BUSINESS & PUBLIC POLICY 
LONGEVITY PLAY 


Brown doesn’t manage any investment funds. But he just might have a bigger impact on 
your retirement than the other profs. With a Ph.D. in economics from MIT and a master’s in 
public policy from Harvard, Brown was a Social Security advisor to President George W. 
Bush, and his research is now influencing tweaks being made in Washington to 401(k)s. 

His work tries to figure out why people don’t buy retirement annuities as often as 
economists think they should—an issue that has new urgency now that 401(k)s are replac- 
ing fixed pensions, leaving more retirees at risk of outliving their money. He went through 
likely reasons: Too expensive? No inflation protection? Wanting to leave an inheritance for 
the kids? “Each explained a little bit, but nothing explained the preponderance,” he says. 

Brown’s research, including surveying thousands of investors, suggests that part of the 
explanation is in the way an annuity purchase is “framed.” If folks are asked how much 
they need for basic expenses in retirement and then shown how annuitizing part of their 
nest egg leaves the rest of their money to be invested how they see fit, they respond bet- 
ter than if they are asked to hand over their life savings to an insurance company, he says. 

Plus, the very nature of 401(k)s—in which you focus on building up an account—cre- 
ates a psychological barrier to annuities. “If you spend your career focused on measuring 
how much money you have in your account, it’s hard handing that money over for an 
exchange of income,” observes Brown, a paid trustee for TIAA-CREF. 

Brown’s findings suggest that, with some modest nudges, folks will buy more an- 
nuities. In July the Obama Treasury changed tax rules to make it easier for longevity 
annuities, which begin paying a fixed benefit when a retiree is very old—say, 80—to be 
purchased and held within IRAs and 401(k)s. The change: Up to $125,000 can be spent on 
such an annuity without its principal counting in calculating the annual required minimum 
distributions folks over 70 must take from their pretax retirement accounts. 

In October the Treasury approved annuities as a holding for the target-date funds 
that fill a growing number of workers’ 401(k)s. “There’s been a huge wall preventing plan 
sponsors from providing annuities,” Brown says, and that change has opened a crack. “It 
will take a few more swings of the ax, and hopefully this barrier will come down.” 
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Are you reaching for income? Read this before buying anything 


with a fat payout. 


BY WILLIAM BALDWIN 


nthe income-starved world of 
Fed rate suppression, investors, 
especially those in retirement, 
suffer illusions about what in- 
come they are getting. They are 
easy prey for Wall Street hustlers who 
feed those illusions. The principle at 
work here is captured in an old brokers’ 
slogan: “If the ducks quack, feed ’em.” 
Protect yourself. Understand these 
ten ways that yields can be deceiving. 


1. WEAK DIVIDENDS. Groping for 
cash payouts, some people put too 
much stock in stocks with fat yields. 

Apollo Investment (AINV) is paying 
a 20-cent quarterly dividend, for an 
annualized 9.9% yield. The most recent 
quarterly earnings (including capital 
gains and losses) were only 18 cents a 
share. Can it maintain the payout? Pos- 
sibly. Expand it to keep up with the cost 
of living? That’s more of a reach. 

The stock market yields 1.7%. When 
you go for yields above this norm, you 
necessarily sacrifice growth. If a stock 
yields well above average, the dividend 
is not even safe from cuts. 

ACTION: Don’t fall in love with a 
dividend unless it is well-covered. 


2. JUNK DEFAULTS. The SPDR 
Barclays High Yield Bond ETF (JNK) 
has a yield, as calculated under a 
formula dictated by the Securities & 
Exchange Commission, of 5.7%. But 
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that handsome number is something 
of a phantom. You don’t really earn it 
because your principal is being chewed 
up by bond defaults. 

The SEC demands that banks, in 
reporting their earnings, subtract from 
interest income an allowance for loan 
losses. It does not impose a comparable 
rule on junk bond funds. So you’re on 
your own here. You should come up 





with an estimate of future principal 
losses and subtract it from the stated 
yield. 

Over the past seven years JNK’s net 
asset value has been creeping down- 
ward at a rate of 2.7% a year. That’s a 
fair estimate of what’s in store for the 
next decade. It says that your true yield 
is more like 3%. 

ACTION: Before buying a junk fund 


DOUGLAS B. JONES FOR FORBES 


THE DEADBEAT EFFECT 
EVEN AT A CONSERVATIVE JUNK FUND, THE 
NET ASSET VALUE ERODES OVER TIME. 
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before the 2008 crash. 


3. PREMIUM EROSION. Marion 
County, Ore. has a tax-exempt bond 
outstanding with a fat 5.5% coupon. 

It was issued years ago, when interest 
rates were higher. It is now priced ata 
premium. To pry it out of another inves- 
tor’s hands, you have to offer 121 cents 
per dollar of par value. For $100,000 of 
par, that is, you pay $121,000. Your cur- 
rent yield is $5,500 divided by $121,000, 
or 4.5%. 

But you're not really earning 4.5%. 
The bond matures in six years. If you 
buy it now and hold to maturity, you’re 
guaranteed to lose $21,000 of principal. 
Allow for this loss and you find that 
your true yield (called the “yield to 
maturity”) is 2%. 

ACTION: Before buying a bond look 
up the yield to maturity. Your broker 
may have the number, or you can take a 
peek at Fidelity’s bond database, most 
of which is open to the public. 


4, CALL HAZARDS. May Department 
Stores has an 8.125% debenture due in 
2035, and you can buy it for 105 cents 
per dollar of par. That’s a yield to matu- 
rity of 7.6%, very enticing these days for 
a borrower rated BBB+. 

But you’re not likely to enjoy the 
fat coupon for long. May (now part of 
Macy’s) can call the bond in early. If it 


does, your return is going to be far short 
of 7.6%. If it opts to make the call at the 
worst possible time for you, your return 
will come to 0.8% a year. This calcula- 
tion, used by any bond analyst of even 
minimal skill, produces what is called 
the “yield to worst.” 

ACTION: For a bond that is both 
premium-priced and callable, the yield 
to maturity doesn’t do justice to your 
expected result. You have to get the 
yield to worst as well. 


5. LEVERAGE. Long-term Treasury 
bonds yield 3%. Not good enough? You 
could enhance your income—or, rather, 
kid yourself that you are enhancing it— 
by buying on margin. 

If you have $1 million to play with, 
you can get a margin loan at a cost of 
1%. So instead of buying $1 million of 
Treasurys yielding $30,000, you could 
buy $2 million worth, collect $60,000 of 
coupons and pay out $10,000 in margin 
interest. Net income: $50,000 a year, or 
5% of your account value. 

It would be delusional, however, 
to think that your portfolio skill has 
enabled you to earn 5% on a Treasury. 
You're earning 3%, the same as Warren 
Buffett would get. Separately, you are 
playing in a crap game. The crap bets 
earn you $20,000 a year so long as rates 
stay put but could cost you a $100,000 
or $200,000 loss if rates go up. 

Do investors understand this? 
Nope. Pension funds lavish 20% fees 
on leveraged buyout artists whose 
raw performance is mediocre but 
whose leverage-boosted results look 
like the work of genius. Retail inves- 
tors have fallen in love with Pimco 
High Income Fund (PHK), which 
buys junk bonds on margin; they have 
bid up the shares to 150 cents per dol- 
lar of asset value. 

ACTION: Don’t be impressed by 
returns that are juiced with leverage. If 
you are tempted to buy a high-expense 
leveraged fund, think of another way 
to get the same result. Instead of put- 
ting $50,000 into PHK, you could put 
$100,000 into the Vanguard High-Yield 
Corporate Fund (VWEAX). 









UNKNOWN ALL-ST*R 
Jane Freeman 


AGE: 68 

NAPLES, FLA. 

DAY JOB: RETIRED ATTORNEY 
STRATEGY: INCOME STOCKS 
TEN-YEAR AVERAGE RETURN: 7.7% 
TOP PICKS: ENTERPRISE 
PRODUCTS PARTNERS (EPD); 
WILLIAMS PARTNERS (WPZ) 


In 2004, at age 58, doctors told attorney 
Jane Freeman that her pneumonia had 
caused brain damage and that she’d never 
be able to drive or balance a checkbook 
again, let alone practice law. So after 43 
years in Colorado she was forced into an 
early retirement and moved to “God’s 
waiting room,” Florida. Thanks to oppor- 
tunistic real estate investing while living in 
Colorado Springs, her brokerage account 
stood at $2 million, but all she could ex- 
pect from Social Security was about $900 
per month. Freeman went to work learning 
about investing online at various websites, 
including message board Valueforum.com. 
Her goal was to be able to provide at least 
$100,000 per year in income, without hav- 
ing to eat into her principal. Today her bro- 
kerage accounts stand at $3 million, she 
takes two vacations a year and is already 
prepaying for two of her six grandchil- 
dren’s college educations. 


STRATEGY: Freeman spends nearly all of 
her time researching high-yielding divi- 
dend stocks that will pay her at least 6%, 
plus have a history of consistent dividends 
and forecasts of increases. She focuses 

on 20 stocks, and a third of her holdings 
are concentrated in the dividend-friendly 
stocks of companies controlled by Norwe- 
gian shipping billionaire John Fredriksen 
(Freeman is also of Norwegian descent). 
Exercising her shareholder rights, Freeman 
travels to Bermuda each year for Fredrik- 
sen’s annual meeting, where she politely 
but firmly asks hard questions. Next year 
she'll ask why he cut the dividend on 
Seadrill and when he’s going to raise it. 
Occasionally she wakes at 3 a.m., when the 
Norwegian stock market opens, to read 
Norwegian newspapers, visit shipping site 
Tradewinds and do some research before 
the trading day begins. 


2015 BEST IDEAS: Despite oil’s decline 
Freeman likes pipeline MLP Enterprise 
Products Partners (EPD, 37). Its profit grew 
18% in the last quarter, and it’s positioning 
itself for export of U.S. natural gas and pro- 
pane by expanding docks and terminals. 
It’s been her most profitable MLP, and al- 
though the dividend is now 4%, down from 
8%, it has never missed a payout, and she’s 
holding on. Williams Partners (WPZ, 50) is 
another natural gas MLP she likes. It has a 
7% dividend yield and a growing presence 
in the lucrative Marcellus Shale. 

—Lauren Gensler 
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THE INVESTMENT GUIDE: RETIREMENT 


6. OPTIONS. You buy Apple at $115 
and collect $1.88 a year in dividends, for 
ayield of 1.6%. Not good enough, you 
decide. So you write out-of-the-money 
call options against the stock, pocket- 
ing, let us say, another $10 a year. (A 
February Apple call with a $125 strike 
price was recently quoted at $2.48.) 

If you're lucky, the stock doesn’t 
go up enough for the options to be 
exercised, and the $10 is yours to keep. 
It seems you have found a way to get a 
10% yield out of the stock. 

Balderdash. Selling options does not 
create income. It’s just a way of taking 
small bites out of principal. 

The reality may not confront you at 
first, especially if you happen to com- 
mence your covered-call program in 
a sideways or down market. Keep this 
up for a few market cycles, though, and 
you'll shrink your net worth. That’s 
because the portfolio crashes during a 
crash but does not recover during the 
recovery, because you have bargained 
away most of the appreciation. 

The Eaton Vance Tax-Managed 
Global Diversified Equity Income Fund 
(EXG) buys stocks and then writes call 
options against stock indexes in order 
to generate income. The payouts are 
plump, the erosion of principal quite 
glaring. The fund’s share price is half 
what it was when the fund was created 
in 2007. 

ACTION: Before buying any fund 
with an outsize payout, track the 
history of the net asset value over 
five years. If there isn’t a five-year 
history, don’t buy it. 


ENHANCED YIELDS? 


NOT REALLY. THESE TREASURY BONDS HAVE FAT PAYOUTS BUT 
MEAGER YIELDS TO MATURITY. THE SMALLER YIELD NUMBER 
INCORPORATES THE FOREORDAINED EROSION OF PRINCIPAL. 


7, RETURN OF CAPITAL. After col- 
lecting your dividend checks you're 
still hungry. So every quarter you cash 
in some of your principal and call it 
“yield.” 

The John Hancock Tax-Advantaged 
Global Shareholder Yield Fund (HTY) 
does this for you. Over the five years 
through October 2013, 49% of the pay- 
outs were what the IRS calls a “return 
of capital” meaning the money is not 
in any sense income and is therefore 
untaxed. You could call this a tax 
advantage, although you’d get the same 
advantage just making a withdrawal 
from your bank account. 

ACTION: Get the financial reports for 
any fund that has a tempting payout 
rate and look for return-of-capital mis- 
chief, Morningstar’s dividend histories 
are also useful, although current-year 
figures may represent estimates; exact 
figures aren’t known until the fund 
completes its tax return. 


8. ROYALTY TRUSTS. BP Prudhoe 
Bay Royalty Trust (BPT) pays out 
the income from a collection of oil 
and gas wells on the North Slope of 
Alaska. The wells are running out. 
To think that the current dividend 
of 13% will last forever is delusional. 
Great Northern Iron Ore Properties 
(GNI) is even more problematic. It 
seems to have a 43% yield, but it is 
destined to evaporate in April. 
ACTION: If you want to own a deplet- 
ing asset, get a blue chip. Buy stock in 
Exxon Mobil or BHP Billiton and sell 
some of your shares every year, until 
there are none left. 


9, INFLATION. 
The government 
that wants you to 


PURCHASING POWERLESSNESS 
SUBTRACT INFLATION FROM YOUR INTEREST 
TO GET A REAL IDEA OF YOUR YIELD. 


100 . — 


_\_VALUE OF A DOLLAR 
IN 1914 CENTS 





SOURCE: BUREAU OF LABOR STATISTICS. 


that (or more than that, if you are a 
cynic) from your nominal yield to get 
the real yield. The Treasury bond that 
seems to be yielding 3% is really yield- 
ing 1.3%. The junk fund that seems to 
earn 5.7%, or 3% when you allow for 
principal losses, is no better. 

ACTION: If you want to protect your- 
self against inflation, buy the Schwab 
US. Tips ETF (SCHP) and accept its 
meager yield. If, on the other hand, you 
are willing to take a chance that infla- 
tion will remain tame, buy a fund that 
owns conventional bonds, the ones that 
don’t have inflation adjustments. But in 
that case you must subtract an inflation 
estimate and contemplate the likely real 
return from the market you are buying 
into. If the market return is only 1.5%, 
you will be very sensitive to a bond fund 
fee that gobbles up 1% of it. 


10. TAXES. Income tax is figured not 
off your true yield but off a much higher 
number. There’s no deduction for infla- 
tion, for example, and the capital losses 
created by most of Wall Street’s yield 
games are only partly deductible. 


CURRENT 
YIELD 


YIELD TO 


lend it money for 
MATURITY 


30 years at 3% also 
wants to make sure 
that the dollars you 
get back won’t buy 
very much. 
Inflation over 
the past year has 
been 1.7%. Subtract 


For a high-bracket taxpayer, the real 
aftertax return on Treasurys, corporate 
bonds and many municipal bonds is 
negative. 

ACTION: Put as much as you can 
inside tax-protected accounts. Outside, 
expect only to break even on fixed- 
income holdings. Scale back your ambi- 
tion to retire early. @ 


MATURITY PRICE COUPON 





2/15/16 
11/15/18 
11/15/21 
11/15/24 

2/15/26 135,700 

5/15/37 137,100 


SOURCE; FIDELITY INVESTMENTS 


$110,900 
129,900 
139,400 
147,000 


$9,250 8.3% 0.2% 
9,000 6.9 2 
8,000 5.7 9 
7,500 5.1 2:2 
6,000 4.4 2.4 
5,000 3.6 2.8 





106 | FORBES DECEMBER 29, 2014 


WHAT HAPPENS WHEN 





Anew approach to business is igniting success 

in Michigan. Welcome to one of the fastest-growing 
economies in the nation. Ranked #1 in new manufacturing jobs 
by CNBC and home to one of the world’s largest concentrations 
of industrial R&D, Michigan’s world-class research university 
system produces a deep and growing pool of tech-skilled 
talent. In addition, Michigan offers a business tax reduction 
of over 80% and an unsurpassed quality of life. Which makes 


for explosive growth in Pure Michigan. 


1.888.565.0052 
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RETIREMENT 


Build a do-it-yourself annuity that you can leave to heirs. 


BY WILLIAM BALDWIN 


re you nearing retire- 
ment and fretting 
about what income 
you can pull out of 
your IRA? We have 
a recipe for you. It’s a way of con- 
verting a lump sum into a very 
predictable stream of cash payouts. 
It won’t give you a huge return, but 
it may succeed in taking some of the 


| FORBES DECEMBER 29, 2014 


financial worry out of old age. 

The result is akin to the sort of 
fixed annuity you could get from 
a life insurer. Although our recipe 
yields less than an annuity expiring 
on your death, it has an offsetting 
virtue: If you die young, you have 
something to leave behind for the 
grandchildren. 

The main downside to our do-it- 


yourself annuity (and one it shares 
with fixed annuities from insurance 
companies) is that it leaves you 
somewhat exposed to inflation. But 
our formula includes what you might 
call an equity kicker, which mitigates 
the inflation hazard. 

To illustrate the formula we 
will assume that taxpayer Jane just 
turned 70 and has $1 million in her 
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rollover IRA. Beginning next year 
she has to start pulling money out, 
at arate dictated by an IRS longevity 
table. For 2015, $36,500 has to come 
out. Withdrawals above this amount 
are permitted but not required. 

For simplicity, we’ll assume that 
Jane does not take advantage of a 
three-month grace period for the first 
payout. Minimum payouts after the 
first year depend on the value of her 
account at each preceding Dec. 31 but 
will probably go up. 

The recipe is very simple. Jane 
buys 25 zero-coupon Treasury 
bonds, each maturing with a value of 
$40,000 and due at the end of years 
2015 through 2039. As each bond 
matures, she pulls the $40,000 out. 

A recent price tag for this pay- 
ment stream: $723,000. That leaves 
$277,000 inside the IRA to play with. 
Jane can afford to take risks with this 
portion of her savings, because she 
has the $40,000 a year nailed down. 
She could buy a stock index fund. 

Or she could play it safe. She could 
purchase a three-year ladder of bank 
CDs, with $92,000 of principal ma- 
turing each year. 

The money in the side pocket will 
come in handy. As Jane gets older, 
her required distribution amount 
will creep up, eventually passing 
$40,000. 

Not too many years ago our sug- 
gested portfolio would have been 
a recipe for getting picked clean 
by middlemen. When you wanted 
a zero, an investment bank had to 
carve it out of a coupon-bearing 
Treasury bond. Your retail broker 
had to make phone calls to scare up 
the inventory, and each price was 
haggled over. Markups were stiff. 

Computers—and profuse bond 
issuance by the deficit-ridden gov- 
ernment—have made zero-coupon 
bonds far more accessible. Nowadays 
the Treasury does the turkey carving 
itself, calling the resulting pieces 
Strips. 

Discount brokers have taken care 
of the tech side. Check out Fidel- 
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ity Investment’s bond trading page, 
displaying two-sided quotes on 424 
Treasury issues. You can buy the 
Nov. 15, 2026 Strip for 73.05 cents 
on the dollar, for example, or sell at 
72.58. If you trade online, there’s no 
commission. 

When you are done with your 25 
trades, you have a $723,000 portfo- 
lio whose value will be just about 
as volatile as a $723,000 investment 
in along-term Treasury fund. But 
there’s a psychological advantage to 
the zeros. 

With the fund it’s hard to ignore 


GET OUT YOUR CHECKBOOK 
REQUIRED DISTRIBUTIONS ARE DETERMINED 
BY YOUR AGE AND YOUR ACCOUNT BALANCE. 
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MINIMUM WITHDRAWALS FOR A $1 MILLION IRA EARNING 2%, 


the account balance, which lurches 
up and down with every panic over 
Federal Reserve policy. Once you 
have zeros, though, you know you 
have $40,000 coming in every year 
until you are 95. That may give you 
the peace of mind to ignore what’s 
on your quarterly statements. 

Roger Young, a bond expert at Fi- 
delity, explains the thinking. “When 
my son was born in 1987, I bought 
zeroes due in 17, 18, 19 and 20 years 
to cover college costs,” he says. “After 
that I didn’t care what was happen- 
ing with interest rates. The money 
was going to be there.” He was buy- 
ing tax-exempt bonds, not Treasurys, 
but the principle is the same. 

What about inflation? The 
$277,000 will help out. It would 
allow Jane to boost withdrawals 


over time and still have something 
left over for her late 90s, if she is 
alive then. 

Maybe retirees worry too much 
about inflation, says Bert Whitehead, 
a financial planner in Franklin, Mich. 
who makes Treasury Strips a core 
holding in retirement portfolios. 
Your rent and medicine may rise at 
a fast pace, but some of your outlays 
will go down. Eighty-year-olds travel 
less than 70-year-olds. 

As for investment costs, they 
are surprisingly low on the do-it- 
yourself portfolio. That Fidelity page 
shows, alongside the bid and ask 
prices, the yield for each. For Strips, 
the spread between these yields is 
typically near 5 basis points, equiva- 
lent to $5 a year on each $10,000 
invested. 

Someone who buys and holds 
to maturity is losing not this whole 
spread but rather half of it (or 
perhaps a bit more than half, if the 
middlemen skew their prices up 
in order to make more money on 
retail trades when selling than when 
buying bonds). At 3 basis points, a 
$723,000 portfolio would lose $217 a 
year to the marketmakers. A com- 
parable investment in the Vanguard 
Long-Term Treasury Fund would 
lose $723 a year to the expense ratio. 

Ardent cheapskates can do even 
better by constructing a portfolio 
of mostly coupon bonds with cash 
flows adding up to $40,000 each 
year. That’s because coupon bonds 
sport tighter spreads. The coupon 
method, however, demands some 
patience with a spreadsheet. (Hint: 
Start at the back, with $38,000 of par 
value maturing in 2039.) 

Another option is to pay a little 
more and get some professional help. 
At Charles Schwab & Co. you can get 
an expert on the phone to help you 
construct a $723,000 portfolio at a 
cost of $25 per trade, or $625 for 25 
positions. Although Schwab does 
not publish bid/ask spreads, its ask 
prices appear to be quite competitive 


with Fidelity’s. @ 
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REAL ESTATE 


Bob Toll and his 
McMansions are staging a 
comeback. But it's not your 
father's suburban sprawl. 


BY STEPHANE FITCH AND KRISTIN KLOBERDANZ 


ith their 
younger son off 
finishing col- 
lege and their 
older one out 
on his own, Linda and Lee Sussman 
found their four-bedroom house near 
downtown Boca Raton, Fla. too quiet. 
But the couple, now in their mid-50s, 
didn’t want to downsize to, say, a 
luxury condo. Instead, they sold the 
old house for $430,000 and moved 
last year into a $731,000 newly con- 
structed home with a backyard pool 
overlooking the lake at Parkland Golf 
& Country Club in the northernmost 
reaches of Broward County. 
“The backyard is phenomenal. 
We see water, wrapped by water all 
around. It’s like being on a peninsula,’ 
marvels Linda, a retired art teacher 
who appreciates a good view. Sure, 
Lee, a golf-loving financial planner, 
has to drive an extra 7 miles each way 
to his office. But the supermarket is 
close by, and it’s just a short stroll to 
the Parkland clubhouse, with its spa, 
restaurant, lounges, tennis courts, 
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Road Map for Economic Development 


Part VIl of a series on the Southern African Development Community (SADC) 


waziland, one of continental 

Africa’s smallest nations, is think- 

ing big. Though currently ranked 

148th on the United Nations 
Human Development Index, it is setting 
its sights high, intending to climb some 
50 positions over the next eight years to 
rival the likes of the Maldives, Indonesia 
and Botswana. His Majesty King Mswati 
IIl’s Government Programme of Action 
2013-18 outlines how this landlocked 
kingdom plans to achieve this lofty goal. 
Swaziland is bordered by South Africa and 
Mozambique, covers 17,300 square kilome- 
ters and is home to 1.12 million people. The 
program details key indicators—such as 
the Swaziland Human Development Index, 
which was completed in June 2014 after 
public- and private-sector consultation— 
that the government will monitor over the 
next four years to ensure that the country 
is on track to meet its objectives. 

“The success of the program depends 
on economic growth,” notes Prime Minis- 
ter Dr. Barnabas Sibusiso Dlamini. “That will 
provide the resources for investment, from 
taxes and duties, to carry out improved 


public-service delivery across all sectors. 
Expected enterprise growth, in turn, is 
dependent on achieving the targets in the 
Investor Roadmap, which aims to make 
our business environment second to none 
among countries competing for foreign 
direct investment.” 


The people of Swaziland have high hopes 
that, together with Swaziland’s ministers, 
Martin Dlamini—who was named minister 
of finance in November 2013—can sustain 
the recovery and bring foreign investment 
back to the country. Dlamini is very well 
respected in the financial sector, having 
served as governor of the Central Bank dur- 
ing part of his 35 years in the industry. 

Swaziland already has rebounded since 
2011, when a nearly 50% slide in revenues 
from the Southern African Customs Union 
(SACU) in 2010 provoked a fiscal crisis. In 
2013, the country posted 3.0% GDP growth, 
due in large part to the rise of key sectors 
such as manufacturing and agriculture, and 
its GDP is forecast to grow by over 2.5% this 
year, according to the African Development 


Bank. This optimism is tempered by con- 
cern about deceleration in South Africa, 
which accounts for 60% of exports and 
90% of imports. Nevertheless, inflation 
is under control, averaging 5.1% as of the 
close of the first quarter of 2014. 

Despite its modest size, Swaziland has 
well-developed transportation and com- 
munications sectors. The country offers 
preferential access to regional markets, via 
membership in the Southern African Devel- 
opment Community (SADC), the Common 
Market for Eastern and Southern Africa 
(COMESA), and SACU. In addition, the recent 
signing of an Economic Partnership Agree- 
ment with the EU makes it an ideal location 
for export-oriented activities. For example, 
Swaziland’s textiles industry has prospered 
under the African Growth and Opportunity 
Act (AGOA), which has enabled it to expand 
its markets throughout Africa. 

The economy remains rooted in agricul- 
ture and forestry for agri-processing, with 
sugar, wood products and citrus among the 
leading export earners, while the country 
produces maize and cotton for domestic 
consumption. Demand for Swaziland’s 
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rich harvest has led to homegrown successes 
with products such as grapefruit and pineapple 
juices and beverage concentrates. Emerging 
sectors such as mining, energy development 
and tourism will be key to attracting capital 
inflows and diversifying the economic base in 
the medium term. 

To consolidate its recovery and reach its 
objectives, Swaziland faces challenges, includ- 
ing reducing reliance on its regional neigh- 
bors to determine its own economic fortunes, 
streamlining the public sector to reduce state 
spending, combating high unemployment, and 
attracting greater levels of investment to the pri- 
vate sector to develop a vibrant business culture. 

Swaziland is eager to ensure that growth pays 
dividends to all citizens. It is committed to deliv- 
ering better social welfare services, expanded 
transport networks and more progressive pub- 
lic policies—from financial-sector reform to 
strengthening the performance of the revenue 
authority to enhancing fiscal administration— 
all aimed at reducing poverty and improving 
living standards. 

“The government understands it must make 
the best use of the resources at its disposal,” 
says HRH Prince Hlangusemphi Dlamini, Swa- 
ziland’s minister for economic planning and 
development. “There is potential to expand 
existing activities and create new exports capa- 
ble of promoting growth. We have embraced 
regional development as an integral part of our 
strategy. Trade bloc membership has expanded 
and opened new horizons to explore.” & 





Why Swaziland? 


Swaziland’s minister for economic planning and 
development, HRH Prince Hlangusemphi Dlamini, 
believes the country boasts a host of strategic 
advantages compared to regional competitors, 
including its: 


- Business- and investment-friendly climate 
(Investor Roadmap) 

- Strong investment protection 
(MIGA, ICSID, UNCTAD signatory) 

- Extended market access via regional trade 

communities 

Abundant natural resources 

High-quality physical infrastructure 

Reliable power and water supply 

High-speed telecommunications 

Available demarcated and serviced industrial land 
+ Well-educated, competitively priced workforce 
+ Good labor relations 

| + Efficient dispute-resolution mechanisms 

|» Safe, peaceful and low-risk environment 





The Swaziland Investment Promotions Authority 
(SIPA) is rapidly moving forward, operating as 

a one-stop shop in its program to promote and 
facilitate foreign direct and domestic investment. 
For more information, visit www.sipa.org.sz. 











- 
INTERVIEW: 


Prime Minister Dr. Barnabas 
Sibusiso Dlamini 


Dr. Barnabas Sibusiso Dlamini has 
been prime minister of Swaziland since 
October 2008. This is his fourth term 
in the office and just the latest posi- 
tion in along career in government. Dr. 
Dlamini served as minister of finance 
from 1984 to 1992, prime minister from 
1996 to 2003, and on King Mswati IIl’s 
Advisory Council from 2008 to 2013. 
Outside of politics, he has been an 
executive director of the International 
Monetary Fund and was a candidate 
for chairperson of the African Union 
Commission. In a recent interview, he 
talked about the government's phi- 
losophy, priorities and projects for the 
future, specifically in terms of: 


The state’s role in economic 
development: 


“A government does not create eco- 
nomic growth, other than [as] the 
buyer of goods and services that give 
rise to an increase in output of private- 
sector companies. In Swaziland, we 
take the task of improving our busi- 
ness environment very seriously, to 
the extent that the country aims to rise 
from 110th to 60th in the World Bank’s 
Ease of Doing Business Index by 2018.” 


Making economic growth more 
inclusive: 


“Future growth is centered around 
youth empowerment, development 
and training. The culture of entrepre- 
neurship will be strengthened by its 
inclusion as a subject in the national 
curriculum at secondary and tertiary 
levels. 

“The government will intensify 
measures to remove barriers to small, 
medium and micro enterprise (SMME) 
growth, including limited access to 
finance, shortage of technical skills and 
remoteness from supply chains. Long- 
term prosperity depends on SMMEs. 

“We will continue to support initia- 
tives to provide social grants to the 
elderly and vulnerable. Free primary 
education will continue to ensure 
access to education for all. 

“Through the Microprojects Pro- 
gramme, the government will continue 





to fund rural projects such as class- 
rooms, clinics, and water and power 
programs, as well as train communities 
to manage and maintain projects that 
have changed the rural landscape and 
transformed lives.” 


Bringing about reform through 
consultation: 


“The launch of the Swaziland Devel- 
opment Index and the Government 
Programme of Action 2013-18, com- 
bined with the implementation of the 
Investor Roadmap and the Review of 
the National Development Strategy, 
will ensure that there is consensus 
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in the programs the government’ 


implements, as the nation has been 
extensively consulted before these 
are adopted.” 


Relations with the U.S. in the future: 


“The U.S. remains an important mar- 
ket for Swaziland, especially given the 
preferential trading position of the 
African Growth and Opportunity Act 
(AGOA). There is also the Generalized 
Scheme of Preferences (GSP), through 
which our sugar exports have been 
granted a quota. We are vigorously 
undertaking consultation to ensure 
that our goods continue to be eligible 
at the beginning of 2015. We will con- 
tinue to engage with the U.S. govern- 
ment, which is not only our trading 
partner. We have collaborated in many 
different sectors and our diplomatic 
relationship has stood the test of time’ 














pools and fountains. “It feels like a 
Disney resort,’ Linda says. Get this: At 
3,300 square feet, the empty nesters’ 
new home is bigger than the one where 
they raised two sons. 

“Nobody moves to a smaller house,” 
crows Robert “Bob” Toll, the 73-year- 
old cofounder and executive chairman 
of luxury home builder Toll Brothers, 
which sold the Sussmans their new 
spread. At least not if Toll can help it. 

The suburbs, McMansions and 
Horsham, Pa.-based Toll Bros. are 
all staging a comeback. Bob and his 
younger brother, Bruce, started build- 
ing homes in 1967 and were mass- 
producing luxury housing by the time 
they took Toll Bros. public in 1986. The 
company survived the housing bust 
with a 60% staff cut and $2 billion in 
writedowns. Now with excess inven- 
tory depleted and 130 home builders 
having disappeared, Toll and the other 
remaining players are enjoying a gale 
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Toll Bros. cofounder Bob 

Toll says the death of the 
suburbs has been announced 
prematurely before. 


of resurgent demand. 

Toll sold 5,300 luxury homes in its 
fiscal 2014 year ended Oct. 31—more 
McMansions spread over more states 
than any other U.S. builder. Custom- 
ers typically get 3,000 to 7,000 feet of 
enclosed space on a lot that may be 
scarcely larger than that. After picking 
from models with names like Artisan, 
Tuscana, Wimpleton and Zinfandel, 
they spend thousands or even hun- 
dreds of thousands more on “custom” 
options—from higher-end Kohler fau- 
cets and the latest in high-efficiency 
“flush technologies” for their three 
to six bathrooms, to wine cellars and 
pools, cabanas and “outdoor oases” 
(grilling and food stations) for their 
backyards. On average, upgrades ac- 
count for 18% to 20% of the final price 
of a Toll home and even more of the 
company’s profit. 

For 2014 analysts expect Toll to 
report $345 million in net earnings, 


or $1.87 per share, on sales of about 
$3.9 billion—more than twice 2012 
revenues but still well off its $6 billion 
revenue peak in 2006. Toll’s stock, 
which traded as low as $15 in 2011, is 
now back around $35. 

Veteran independent housing 
analyst Ivy Zelman figures that if the 
recovery continues at its current pace, 
housing starts could approach their 
precrash annual average of 1.5 million 
a year by 2016. If that happens, Toll 
Bros. revenues could again hit $6 bil- 
lion, with profits doubling to $3.60 a 
share, she estimates. 

“There’s a huge pent-up demand 
for suburban housing,” says Zelman, 
whose firm found in a survey of 3,000 
consumers that owning a house in the 
suburbs remains a central part of the 
American dream, even after the hous- 
ing crash. “They want the picket fence, 
the backyard, the community, the 
good schools—we don’t think that’s 
changed,” she says. Zelman points out 
that official census data on household 
formation is always a year old and 
looks to the declining unemployment 
rate among Millennials (down to just 
over 8% after peaking at 14%) and 
their rising average age as evidence 
that the large generation born after 
1980 will soon start forming more 
households and having kids—the usual 
trigger for a move to the suburbs. 

Maybe they’ll just rent? The aver- 
age cost of renting began a steady rise 
in mid-2010, at a point when home 
prices were continuing to fall. As a re- 
sult, on average, it’s now less expensive 
to own a home in the U.S. than it is to 
rent the same one. Anyway, renting 
just isn’t the American dream. In an 
Urban Land Institute survey last year, 
69% of 18-to-35-year-olds who expect 
to move in the next five years said they 
planned to own their next home. 

Talk of a suburban comeback is, of 
course, at odds with a large antisubur- 
ban chorus, which has been particu- 
larly loud since the housing bust. The 
suburbs didn’t collapse simply because 
lax lending allowed too many folks 
to buy houses they couldn’t afford, 
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UNKNOWN ALL-STXR 


Elizabeth 
Ellsworth 


AGE: 51 

NEW CANAAN, CONN. 

DAY JOB: BANK MARKETER 
STRATEGY: REHABBING 
HIGH-END HOUSES 


Elizabeth Ellsworth rehabbed her first house, 
a 1920s Mediterranean revival in the El Cid 
historic district of West Palm Beach, Fla., 
while working in marketing for Citibank Latin 
America. She bought it for $220,000 in 1994, 
sold it for $535,000 in 1998 and was hooked. 
Since then, she and her one investor (her 
father, a California commercial real estate 
developer) have bought another four houses 
and sold three of them at a profit equal to 
between 9% and 14% on their investment 
(purchase price, improvements, other costs). 
Lest you think that’s all just sweat equity, 
those profits are after the partnership pays 
Ellsworth’s own rehab company for her 
work—in addition to her art history degree 
and her Thunderbird M.B.A., she got a home 
remodeler’s license and has personally hung 
sheetrock and dug trenches. 


STRATEGY: She approaches each house as 
an investor (bringing in consulting realtors 
and engineers and drawing up a budget with 
room for contingencies), but only moves 
forward if the house is one she’d be ready 
to live in herself. “I bristle if people say, ‘You 
flip real estate.’ | fall in love with each house 
| do,” she says. “To me, real estate is a lot 
more fun than owning a muni.” 

Her latest project was a total redo of the 
Island House, a midcentury Modern in New 
Canaan, Conn., which through the years had 
acquired crown molding and an ’80s kitchen 
that “didn’t represent what the house was 
screaming to be,” she says. She bought it in 
October 2012 for $850,000—two days be- 
fore Hurricane Sandy hit. The house did fine, 
but there was a big bill for storm-related tree 
work and, since the house is in a flood zone, 
bigger bills to bring the house up to code as 
part of the redo. The turnaround: a sale for 
$1.55 million in January 2014, with a profit 
at the lower end of her range. “I still have 
no regrets, though, because the biggest 
return on that house is that we saved it from 
demolition,” she says. The worst mistake 
she made was overpricing a house—a nearly 
5,000-square-foot 1950s cape, also in New 
Canaan—because of her own and a broker’s 
enthusiasm for how the house turned out. 

In the meantime, she’s renting it out and is 
planning to relist it in 2015. After it sells, she 
may take on a New York City fixer-upper and 
renovate it for her own use to be closer to 
her marketing job at JPMorgan Chase. 


BEST ADVICE: Resist the temptation to buy 
a property with defects you can’t fix, such 
as a bad location or town codes that restrict 
your ability to enlarge a house. 

—Ashlea Ebeling 
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suburban skeptics say. Instead, they 
insist, other less-cyclical economic and 
demographic forces are at work that 
favor cities over suburbs, particularly 
the farthest-out ones. 

An early leader of the chorus 
was New York University professor 
Richard Florida, who years before the 
housing bust began arguing that cities 
are better positioned to compete for 
a growing “creative class” of workers 
and that the sprawling exurbs, with 
poor access to such workers and jobs, 
are entering a structural decline. 

In anew column on Forbes.com, 
Florida offers the latest refinement of 
his views, namely that “America’s crab- 
grass frontier—like its cities—is divided 
into haves and have-nots.” The haves 
are walkable, close-in suburbs with 
good schools and access to mass tran- 
sit; the have-nots are exurbs filled with 
poor and working-class folks who have 
been “priced out of gentrifying cities 
and closer-in suburbs” and pushed 
further from the best jobs and “knowl- 
edge networks.” The problem, he adds, 
is that there’s now a huge oversupply 
of large-lot, remote suburban houses 
and a shortage of the “kinds of walk- 
able transit-served suburbs people, 
especially young families with school- 
age children, want to live in.” 

Another line of attack on sub- 
urbs—that they’re energy hogs—is set 
out by Christopher Steiner, author of 
the 2009 bestseller $20 Per Gallon. 

He points to a study by researchers at 
UC Berkeley that found the average 
household in Naperville, a far-western 
Chicago suburb, has a 149% larger car- 
bon footprint than the average one in 
Chicago’s 60610 Zip code, on its near 
north side, where residents may not 
drive cars for days or weeks on end. 
Current low gas prices, Steiner warns, 
may simply encourage the wrong sort 
of suburban building and “increase our 
future liabilities for both carbon emis- 
sions and energy costs.” 

Then there are those who contend 
that many Millennials simply don’t 
want to move to the sticks, even when 
they start families. “Millennials hate 


the burbs... ,” Leigh Gallagher declared 
in her 2013 book, The End of the Sub- 
urbs. “And they hate cars even more.” 

For a while, at least, it seemed like 
the population might be moving the 
suburban skeptics’ way. According 
to the U.S. Census Bureau, in 2011, 
for the first time in a century, the 
rate of suburban population growth 
fell below the growth rate of urban 
centers. There’s some disagreement 
about what those census numbers re- 
ally showed. Trulia chief economist 
Jed Kolko, for example, argues that 
once you adjust census numbers for 
city areas that are really suburban (like 
outlying sections of the San Fernando 
Valley) and suburban areas that are 
highly urbanized (think Santa Moni- 
ca), the suburbs never lost the edge in 
population growth. 

Perhaps, but even using the standard 
US. Census definitions, a new report 
in May showed suburban growth in 
the year ended July 1, 2013 once again 
outpacing urban gains in more than half 
of large metropolitan areas. A look at the 
full 2010 through 2013 period shows the 
core city grew more than the suburbs 
in only 6 of the nation’s 51 metropolitan 
areas with over 1 million people, Joel 
Kotkin, a professor of urban develop- 
ment at Chapman University, points out 
in anew column on Forbes.com. 

Similarly, another recession-born 
trend—toward smaller new homes— 
has also reversed. The average size 
of newly built homes, after shrinking 
from 2,479 square feet in 2007 to 2,422 
in 2009, hit a record 2,662 square feet 
in 2013, the Census Bureau reports. 
Average size has likely been inflated 
in part by the fact that the high end of 
the new home market has staged the 
strongest recovery. Still, the rebound 
undercuts the notion that affluent buy- 
ers have seen the LED light and given 
up on their McMansion dreams. 

The end of the suburbs? “People 
have predicted that after every reces- 
sion since 1973,” chuckles Bob Toll. 
“They say nobody wants big houses 
anymore. Now we're all supposed to 
want to live in jewel boxes. They’re 
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>BUYING THE BURBS 


Houses in the suburbs are less costly than homes in a estimates at Zillow.com. For better numbers, chat up local 
thriving downtown. But are they a good investment? realty agents. 
Probably, but play it carefully. 

Let’s be clear: If you plan to live in it, a house is usu- LOOK AT INVENTORY. That’s the number of months it 
ally (in the long haul) a safe place to park your money, would take, given the current rate of sales, for the cur- 
but not to see it grow. Yale economist Robert Shiller, who rent supply of homes to disappear. If it’s consistently been 
correctly predicted the bursting of the housing bubble, four months or less, the market is hot—it’s probably better 
has found that over the past cen- to buy now than wait. If it’s seven 
tury, house values scarcely outpaced STILL A BARGAIN months or more, the market is cool 
inflation. Buying a house shouldn't HOUSES NOW GO FOR 23 TIMES ANNUAL RENT, — and prices are likely to stagnate or 
be regarded as an investment but DOWN FROM A PEAK OF 31 TIMES. fall. Be picky and bide your time. 
as “prepaying rent,” analyst Michael 35 5 
Kirby, founder of Green Street Advi- ef | SINGLE FAMILY CONSIDER AN ARM. Interest rates on 






PRICE/RENT 30-year fixed mortgages are histori- 
cally low—4.3% on average recently. 
If you’re likely to own your home for 


more than a decade, grab one, says 


sors, notably explained in 2009. | 

On the other hand, in many sub- 25 -| 
urbs you can currently prepay that $$ Woo, TT eTORCAtn | Ve 
rent at a discount—meaning a house 





AVERAGE 


might be a decent investment now. 15S CoreLogic economist Sam Khater. If 

GTIS Partners, a $3 billion real estate | you’re more likely to be there three 

investment fund, calculates that 10- to five years, get an adjustable-rate 

suburban houses are on average : | mortgage, now averaging 3.2%, he 

selling for around 23 times current ee GTIS PARTNERS; JOHN BURNS REAL ESTATE CONSULTING. says. 

annual rent, a low multiple more 0 ee 

typical of the mid 1990s. 1988 1994 2000 2006 2014 KNOW WHEN TO BUY NEW. Like a 
Tempted? Some pointers. new Car, a new house commands a pre- 

mium. Investment-wise, it’s sometimes justified—for example, 

BUY LIKE A LANDLORD. |n most markets, housing ap- if your choice is between a new-urbanist-style development 

preciation is likely to be modest, and you may not be and an older house in a sprawling, outdated suburb. 

able to sell at a profit if you hold for less than ten years. 

So buy a house with leasing appeal. Both renters and CONSIDER REALTY STOCKS INSTEAD. |f you want a play 

buyers will pay a premium for close-in or “new urbanist” on the suburbs, but can’t bear to leave the city, consider 


suburbs with short commutes to offices, high walkability a REIT that focuses on owning apartments in higher-end 
and nearby stores and restaurants. Even if your own kids suburbs. At $161, the shares of AvalonBay Communities 


are grown, good schools are crucial for rental as well as yield 2.9% and trade at 22 times the $7.40 a share that an- 
resale purposes. alysts expect it to earn next year (before depreciation and 
property sales). Or buy shares in one of the home builders 
CHECK YOUR PRICE-RENT RATIO. It’s like the price- in the table on page 121; while no longer a screaming bar- 
earnings ratio on a stock. Favor houses that sell for 10 to gain, some could still do well if housing analyst Ivy Zelman 
20 times projected annual rent. You can get rough rental is right about the long-term bull market in housing starts. 


always right—for about 15 minutes.” firm SWA Group, about 50 landscape priority to making communities walk- 
Yet even Toll agrees with one point architects and urban designers toil able, with interconnecting bike trails, 

some of the “new urbanists” make: at their computer screens as future community parks and eco-recreation 

What suburban buyers want (and suburban subdivisions—including opportunities. Buyers still want their 

what he’s gleefully selling them at a Toll’s—take shape. Joe Runco, manag- — own castle on their own plot of land, 

premium price) is evolving and be- ing principal at SWA, says the final but they want it surrounded by social 

coming more, well, urban-like. product is far different from 20 oreven _and natural escapes and near “a town 

10 years ago. Builders are now asking center where they can gather and 
IN THE LARGE, fluorescent-lit’70s- for a wider mix of housing types, den- —_—_ work,” Runco says. 
era Sausalito, Cal. studio of design sities and price tags and giving high Andrés Duany, the architect/urban 
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planner who in 1980 designed Seaside, 
Fla., the first town to completely in- 
corporate the new urbanism philoso- 
phy, also sees a marked change. “The 
suburbs are getting better and better, 
and that’s the damnedest thing,” he 
says. Duany is an outspoken critic of 
the suburbs, circa 1950 and circa 1970, 
but not circa 2014. “I visited a McMan- 
sion a couple months ago, and I hate to 
say it—I really, really, really hate to say 
it—but I want to live in it. It was like a 
European villa in Capri.” 

Some of these new subdivisions 
are being built on the casualties of 
the bust. Toll Bros. picked up, from a 
regional developer, the 818-acre Park- 
land Golf & Country Club develop- 
ment, where Lee and Linda Sussman 
live, paying $32.5 million in 2010. 

At that point it had a half-finished 
golf clubhouse (built with defective 
Chinese drywall) and 469 houses, 
some unsold. Along with a completed 
clubhouse (the bad drywall was torn 
out) and a Greg Norman-designed 
golf course, the Toll plan called for 
400 additional homes selling for up to 
$1.5 million, on lots averaging 14,000 
square feet. So far 741 homes in the 
development have been sold. 

But a golf course isn’t central to 
suburban developments these days— 
other amenities are. In Dublin, Calif, 
35 miles east of San Francisco, Toll 
Bros. has densely 
packed homes within 
walking distance of an 
even more important 
draw: award-winning 


not better, than its neighboring cities,” 
he says. At Toll’s Baker Ranch develop- 
ment, 19 miles east of Newport Beach, 
Calif., no home is more than a four- 
minute walk from one of the develop- 
ment’s community green spaces and 
swimming areas. Shopping and res- 
taurants are a five-minute drive. The 
nearest office park and medical center 
are 10 minutes away. 


WALKING PATHS ARE all well and 
good, but why, the urban and environ- 
mental advocates complain, do they all 
have to be so far from the city, the cen- 
tral core of a metropolitan area? The 
truth is that many buyers (and particu- 
larly Millennials) would love to live in 
suburbs that are closer to the city—if 
they could get the house they want at 
a price they could afford there. That’s 
difficult—and even more so because 
(according to a Trulia survey) younger 
buyers value newly built houses even 
more than their elders do. 

“Tn a way, the attack on suburbia 
is class warfare,” says Kotkin, who 
credits sprawl with allowing middle- 
and working-class families to live in 
comfort instead of being relegated to 
crowded apartments in the urban core. 
“Tf you made people live the way new 
urbanites want us to live, we would see 
a birth rate like Japan’s,” he quips. 

While prices in the toniest down- 


SPINNING DIRT TO GOLD 
HAMMERED DURING THE HOUSING COLLAPSE, HOME BUILDERS ARE BACK, AND SO ARE THEIR STOCKS, MOST OF 
WHICH HAVE BEATEN THE MARKET IN THE LAST THREE YEARS. 


town urban neighborhoods and 
inner-ring suburbs are spiking, prices 
of farther-out suburban housing have 
been rising slowly and steadily, which 
should ease first-time buyers’ anxi- 
ety about getting burned on their big 
investment. 

Bob Toll himself has nothing 
against cities: He owns an apartment 
in Manhattan, and a small division of 
his company is dedicated to building 
high-rise luxury condos. (A three- 
story penthouse at a new Toll Bros. 
building on Park Avenue in Manhat- 
tan is for sale at $40 million-plus.) But 
like Kotkin, Toll plays the affordability 
card. In fact, he argues, middle-class 
buyers would be better served if more 
states followed the lead of Texas and 
did away with most land-use regula- 
tions, allowing builders to build where 
buyers want to live, as they can in 
Austin, Dallas and Houston. “Can you 
say that New Jersey, with all its zoning 
and land-use laws and public comment 
periods on every development, has de- 
livered something significantly better 
than Texas has done for its people?” 
Toll asks rhetorically. 

While Toll Bros. has long been 
active in Houston, Dallas and San An- 
tonio, under current CEO Douglas C. 
Yearley Jr. the company has recently 
reentered Austin, with its enviable mix 
of tech job growth and relatively inex- 


CURRENT 





MARKET NEXT12-MONTH YTD 3-YEAR 
schools. Richard M. TICKER COMPANY CLOSING VALUE FORWARD TOTAL ~ TOTAL 
PRICE ($MIL) P/E RETURN RETURN 
Nelson, a Toll Bros. re- 

; : LEN LENNAR CORPORATION CLASS A $46.7 $9,576.7 14.4 18.4% 157.1% 
8} ae BCE as DHI D.R. HORTON 25.4 9,249.6 13.4 14.7 118.9 
impact fees levied os PHM PULTEGROUP 21.7 8,034.5 15.7 7.2 257.6 
the company’s new TOL TOLL BROTHERS 34.9 6,209.2 16.0 -5.7 72.5 
homes have helped the vp vp 1,269.0 5,198.2 ge 220 89.1 
Dublin school dis- BRP BROOKFIELD RESIDENTIAL PROPERTIES 23.6 2,735.5 12.6 28 213.9 
trict build some new TPH TRI POINTE HOMES 15.1 2,436.2 12.3 -24.2 NA 
schools and upgrade TMHC TAYLOR MORRISON HOME CORP. CLASS A 18.7 2,289.2 9.4 -16.6 NA 
others. The higher SPF STANDARD PACIFIC CORP. 7.3 2,041.8 11.9 -19.4 130.7 
prices of the Toll RYL RYLAND GROUP 38.6 1,778.1 11.3 -10.9 156.0 
homes, he boasts, “put BH KB HOME 16.8 1,715.7 aid ona 116.4 
Dublin on the map as MTH MERITAGE HOMES CORPORATION 38.3 1,498.9 9.9 -20.2 74.0 
acity that was equal,if MDC ™M.D.C. HOLDINGS 26.2 1,280.9 14.1 “15.5 60.1 
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UNKNOWN ALL-ST*xR 
Brian 
Mendelssohn 


AGE: 37 

PITTSBURGH 

DAY JOB: PRINCIPAL, BOTERO 
DEVELOPMENT 

STRATEGY: RENOVATING 

AND FLIPPING DISTRESSED 
TOWN HOMES 

RETURNS: 40% AND UP 

PER PROJECT 


After studying materials sciences and 
engineering at Carnegie Mellon, Brian Men- 
delssohn took a job as a metals commodity 
trader in Pittsburgh. On his daily bus ride to 
work, he’d look at empty, run-down build- 
ings and imagine what he’d do if he owned 
them. So at 26, he bought a dilapidated 
house in the edgy Lawrenceville neighbor- 
hood for $95,000 and spent two years 
turning it into two condos, doing all the work 
himself. He turned a profit of $75,000. 

At 31, just before the economy crashed, 
Mendelssohn took the plunge: He quit his day 
job to start his then one-man Botero Develop- 
ment. In the summer of 2008, for his first 
project, he picked up a pair of derelict town 
homes for $75,000 after they lost their Section 
8 voucher (a federal subsidy that helps poor 
folks rent). Running out of cash, he borrowed 
$50,000 from friends, got a bank loan for 
$121,000, and renovated the town homes, rent- 
ing them out for enough to cover his debt ser- 
vice. In 2010, he snapped up three row houses 
for a total of $170,000, renovated them and 
flipped them, netting about $70,000. He used a 
so-called 1031 exchange to roll those profits, tax 
deferred, into two condo buildings. 

Then he got a lead on six town homes in 
poor shape—several lacking roofs—that had 
been condemned. “There was a whole rac- 
coon family living in one,” he says. Working 
with a community group he snagged all six 
for $25,000. For that project, his biggest yet, 
friends invested as silent partners; in early 
2012 five of the renovated town homes (one 
was beyond repair) sold for $250,000 to 
$300,000, producing a $400,000 profit for 
Mendelssohn and friends. Last summer, he 
finally sold the two former Section 8 houses 
for a $200,000 profit. Today, he owns apart- 
ments, an office building, retail space and the 
movie theater and beer store in that space. 
But he’s still cash poor. “It makes it hard to do 
Christmas shopping.” 


STRATEGY: Mendelssohn specializes in the 
now hip Lawrenceville neighborhood and 
keeps his eyes open for properties that he can 
buy on the cheap. “Most of the buildings | buy 
are not ones that go on the market,” he says. 


BEST ADVICE: Get to know a neighborhood 
by talking to the people who live there. 
Mendelssohn heard about those Section 8 
houses through a neighbor, then approached 
the seller. “| call it keeping my ear to the job.” 
—Erin Carlyle 
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pensive housing. 

“Texas is an incredible state,” says 
Yearley, 54. “I know so many people 
who’ve relocated there from the East 
and Midwest who just love it. It’s af- 
fordable. It provides tremendous job 
prospects. Everything is new, from the 
public parks and town centers they’re 
building to indoor-outdoor shopping 
environment. Infrastructure is new. 
The tax burden has been eased.” Year- 
ley puts the company’s activity in the 
state among his top three priorities for 
the next few years. 

They may not like Toll Bros. and 
its McMansions, but some urbanists 
agree that current zoning in much 
of the country is counterproductive. 
“Tt’s crazy to build town houses sur- 
rounded by parking lots 50 miles from 
downtown. You’ve got the worst of 
both worlds. We’ve got to find a way to 
densify our suburbs and allow housing 
closer in,’ says Benjamin Ross, author 
of the new book Dead End: Suburban 
Sprawl and the Rebirth of American 
Urbanism. “I think at this point there 
is this enormous market demand for 
new urbanism, but there is a lack of 
supply, which is a drag on the whole 
economy,” he says. “There is just such 
a shortage of nice walkable places with 
transit access to downtown. If you had 
more of those places you'd be building 
more. What is being built is very high 
end [like Toll Bros.]. If you had more 
open places you could build for the 
middle market.” 

Another smart academic on Toll’s 
side is economist Enrico Moretti, of 
the University of California at Berke- 
ley, author of the 2012 book The New 
Geography of Jobs. He complains 
that in most of the “brain hubs”— 
places like New York, Boston and San 
Francisco—“the NIMBYs and the 
leftists have allied to pass laws that 
make building new housing incred- 
ibly tough, not just in the suburbs but 
downtown, too.” The behavior is self- 
defeating, he says, not only because it 
makes it difficult for the locals to buy, 
but also because it keeps outside talent 
from moving there, leaving employers 


hunting for workers in a smaller, less- 
qualified labor pool. 

Moretti has a new economic study 
undergoing peer review now that es- 
timates the size of the economic harm 
caused by the restrictive land-use rules 
that big cities have embraced since 
1960 and that Bob Toll and so many 
other home builders bemoan. Moretti’s 
preliminary numbers show that if big 
cities relaxed these restrictions to the 
national median level, it would add 
more than $1 trillion to the economy— 
a 9% to 13% boost. He, too, cites Austin 
as a model of what can happen with 
permissive zoning: Its housing market 
is significantly more affordable, and 
its population has grown more quickly 
than in other brain hubs. 


EVEN THE FAR OUT new suburbs 
aren’t the inefficient, energy-gobbling 
wastelands their critics assume. Many 
of the new developments are green 
from birth, incorporating energy-efh- 
cient topography, natural water usage 
and solar panels. With family cars 
capable of getting 50 miles per gallon 
and the average new car eking out just 
250 grams of carbon per mile—a 20% 
reduction from the existing fleet—sub- 
urbanites are no more harmful to the 
atmosphere than city dwellers, argues 
Wendell Cox, the author of War on 
the Dream: How Anti-Sprawl Policy 
Threatens the Quality of Life and a 
noted critic of restrictive zoning. In 
fact, he says, as cars get more efficient, 
they could emit less greenhouse gas 
than public transit does. 

Cox is a longtime defender of the 
car-based culture and an affiliate of 
conservative thinks tanks. Yet even 
sprawl critic Steiner concedes “tech- 
nology, in the form of supercharged 
solar panels and hybrid and electric 
cars, could eventually bail exurbia out.” 

Even if energy waste can be re- 
duced, what about time lost to long 
commutes? It turns out that with 
jobs following people to the suburbs, 
sprawl hasn’t guzzled as much time 
as the critics suggest. In all but 9 of 
the 100 largest metro areas, the share 
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THE INVESTMENT GUIDE: REAL ESTATE 


UNKNOWN ALL-ST*R 
James Dahle 


AGE: 39 

SANDY, UTAH 

DAY JOB: EMERGENCY PHYSICIAN 
STRATEGY: LOW-COST INDEX 
FUNDS 


During his first year of residency, Dahle 
hired a financial advisor who had a lot 

of physician clients. The young M.D. 

knew enough to seek someone who was 
paid a fee, but it turned out this advi- 

sor was “fee-based,” not “fee-only.” The 
difference? Fee-only advisors are legal 
fiduciaries, meaning they have taken the 
financial world’s version of the Hippo- 
cratic oath and are bound to act in their 
clients’ best interests. Fee-based advisors 
have made no such pledge and take com- 
missions as well as fees. Sure enough, the 
advisor placed Dahle in high-cost mutual 
funds that paid him a commission. 

Dahle realized all this only after 
reading Mutual Funds for Dummies ona 
rare vacation. He read more books and 
discovered an ugly truth: Doctors earn 
high incomes, but their busy schedules 
make them easy marks for bad advice and 
rip-offs, which they can ill afford, since 
they start their careers late and often 
carry hundreds of thousands of dollars in 
medical school debt. He started studying 
investing with the same determination he 
had applied to anatomy. 


STRATEGY: On WhiteCoatInvestor.com, 

a site Dahle started in 2011, he advises 
M.D.s to make up for lost earning years by 
saving at least 20% of their income annu- 
ally and investing it all in low-cost total 
market index funds. “You should have half 
your money in risky investments such as 
stocks, and half your money in relatively 
safe investments, such as bonds,” says 
Dahle. How to save 20%? He notes medi- 
cal residents start at about $50,000 in 
most states. Then, when they finish those 
three- to five-year residencies, they get a 
huge salary bump and face the “expecta- 
tion in your own mind (and the mind 

of family and neighbors) that you need 

to live like a doctor.” Instead, he says, 
increase spending slowly and live more 
like residents. 


BEST IDEAS: Do a backdoor Roth IRA. 
Most doctors earn too much to contribute 
directly to a Roth |RA—the kind of retire- 
ment account where all earnings are tax- 
free if withdrawn in retirement. But there’s 
no income limit on annual contributions to 
a traditional, aftertax IRA, where taxes on 
earnings are deferred but not eliminated. 
There’s also, oddly, no income restriction 
on immediately converting that traditional 
IRA to a Roth, and (assuming you don't 
have a big pretax IRA), you can do the 
conversion without paying any tax. 
—Samantha Sharf 
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of jobs downtown declined during 
the 2000s, a 2013 Brookings Institu- 
tion study found. The result is that 
some people are commuting from 
city to suburb or suburb to suburb, 
and the average one-way commut- 
ing time nationwide has been steady 
for 14 years at around 25 minutes. 
Suburbanites who work downtown 
spend only 9 minutes longer than city 
dwellers to get to work and suburban- 
ites who work in.the suburbs spend 
only 48 seconds longer. In fact, a good 
number of those with 45 minute plus 
commutes are city dwellers who rely 
on public transit to get across town or 
out to the suburbs. 

There’s also the promise of tele- 
commuting, which experienced an 
80% leap between 2005 and 2012, ac- 
cording to the Census Bureau’s Amer- 
ican Community Survey. “I think the 
future is the smartphone city,” says 
Peter Gordon, professor emeritus in 
the University of Southern Califor- 
nia’s Sol Price School of Public Policy. 
“We’re connected now in 1,000 new 
ways. People were talking a while ago 
about death of distance, the death of 
cities—all of us living on individual 
mountaintops. That didn’t happen, 
but I think people are doing the new- 
est forms of networking as a comple- 
ment, not a substitute. And as they 
do more electronic communication, 

I think it’s possible they’ll spread out 
even more.” 

But Sandra Rosenbloom, director 
of the Innovation in Infrastructure 
Program at The Urban Institute and a 
professor at the University of Texas at 
Austin, urges caution. “We are always 
hearing stories about how telecom- 
muting works very well for high-priced 
people,” she says. “But the people who 
work at McDonald’s can’t telecommute. 
It’s really an elitist thing.” 


IN 2008, WITH the media competing 
to identify the hardest-hit suburb, the 
New York Times branded Mountain 
House, an hour east of San Francisco, 
“the most underwater community in 
America”; almost 90% of residents had 


mortgages for more than their homes 
were worth, the Times reported. 

Today homes in Mountain House 
are selling like gangbusters, with a me- 
dian price of $517,000, up more than 
15% from a year ago. As with a Toll de- 
velopment (although it’s not one) the 
community has a connected network 
of bike trails (in this case abutting a 
creek that winds through town) and 
a series of neighborhoods, each sur- 
rounding a top-ranked elementary 
school. A mix of housing prices and 
sizes appeals to a variety of ages and 
lifestyles, even to longtime city dwell- 
ers like Geof Empey and his husband, 
Peter Dailey. 

Back in 2005 Empey shelled out 
$830,000 for a 1,181-square-foot, two- 
bedroom, one-bath, single-family 
house on a hill overlooking The Castro, 
the famously gay, hip neighborhood 
in the heart of San Francisco. (After 
falling in value, that home is now 
worth more than he paid.) Then, in 
fall of 2013, the couple surprised their 
friends by leasing it out and moving 
to a single-family home three times 
its size in Mountain House that they 
bought together for $607,000. Their 
monthly house payment is lower than 
the $3,950 rent they collect on the San 
Francisco house. 

Empey, 43, and Dailey, 44, now 
spend evenings strolling alongside the 
creek, chatting with neighbors on the 
local paths. When they see children 
playing in the parks that seem to pop 
up every few blocks, they think of 
their own plans to adopt soon and 
their relief that they no longer face 
the threat of $28,000-a-year pri- 
vate-school tuitions for their future 
children. Empey, a software devel- 
oper, and Dailey, a real estate agent 
and advertising manager, figure that 
a house like theirs in a San Francisco 
neighborhood with a good local pub- 
lic school would cost at least $2.9 mil- 
lion and in any event be hard to find. 
“I can’t believe this exists,” Empey 
recalls thinking on his first glimpse 
at their new town. “This is it. This is 
where we should be.” @ 
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AFRICA 


ON THE MOVE 


African economies 


encourage investors 
seeking long-term 
growth 





he African economy holds tremendous promise 
for strong growth, according to both the Inter- 
national Monetary Fund (IMF) and the World 
Bank. While the economic outlook for places such as 
South America, Europe and Central Asia has weakened 
considerably, the World Bank projects that sub-Saharan 
countries will offer attractive prospects for investment 
and post GDP growth over 5% in 2015 and 2016, up 
from 3.9% in 2013—previously unheard of in Africa. 
The recent U.S.-Africa Leaders Summit, hosted by Presi- 
dent Obama in August 2014, has helped to spur investor 
interest in the region. The summit produced more than 
$14 billion in deals, such as the $5 billion energy deal 
between Aliko Dangote of the Dangote Group and the 
Blackstone and Carlyle Groups. Foreign direct investment 
in sub-Saharan Africa topped $42 billion in 2013, accord- 
ing to data from the World Bank. Investors are seeing the 
burgeoning African economies in a new light. Pressure 
from a growing middle class and a push for infrastruc- 
ture development mean there are an increasing number 
of opportunities for American investors to participate in 
this growth. 
Countries like the Democratic Republic of Congo and 
Nigeria are leading the way—they posted 8.5% and 5.9% 
GDP growth rates, respectively, in 2013. Their potential is 
just one of the many reasons that the next generation of 
investors should turn to Africa as a place of opportunity. 


2 PROMOTION | EMERGING MARKETS 








President Goodluck Jonathan meets with Presid 


Bee 


ent Barack Obama during a September 2013 visit to the U.S. 


BUILDING PROSPERITY 
in NIGERIA 





JONATHAN ADMINISTRATION LEADERS 
CITE PROGRESS ON ALL FRONTS 


n exciting transforma- 
tion is taking place on the 
continent of Africa,” said 
Nigeria’s Finance Minister, 
Dr. Ngozi Okonjo-Iweala, in an October 
8 address to the Atlantic Council. Under 
President Goodluck Ebele Jonathan's 
administration, Nigeria is leading that 
transformation. 

“In the decades of the 1980s and 1990s, 
we saw an Africa that was heavily indebted, 
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with an average debt-to-GDP ratio of 75%,” 
Okonjo-lweala said, describing an Africa 
“plagued with slow economic growth of 
about 2% annually, hyperinflation—with 
inflation rates as high as 48% on occasion— 
and rampant poverty; an Africa troubled by 
civil wars and political strife; and an Africa in 
desperate need of donor aid and assistance. 

“Fast-forward two decades, and the story 
is remarkably different,” said the finance 
minister. 


Economy: Fast-Growing With 
Low Debt 

“We see now an Africa whose economy is 
growing faster than most economies in the 
world, with better than 5% annual growth 
in GDP,” Okonjo-lweala continued. 

“We see an Africa with low debt, aver- 
aging about 32% of GDP—which is cer- 
tainly much lower than those of developed 
countries, including the U.S. and several 
in Europe—low inflation at single digit on 
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Klaus Schwab, 
Founder and Executive 
Chairman, World 
Economic Forum, 
Chinese Premier Li 
Keqgiang and Nigerian 
President Jonathan at 
the World Economic J 
Forum on Africa in 
Abuja in May 2014. | 











average, and a middle class that has nearly 
tripled in size, from about 126 million peo- 
ple (or 27% of the total population) in 1980 
to nearly 350 million people (or 34% of the 
population) by 2010, according to the Afri- 
can Development Bank. 

“We see an Africa that is obviously enjoy- 
ing a peace dividend and better governance, 
with democracy now entrenched in most 
countries,” Okonjo-lweala continued. “We 
see an Africa that foreign investors are now 
courting, with FDI (foreign direct invest- 
ment) increasing from $9 billion in 2000 to 
about $50 billion by 2012. 

“Africa has come a long way. It has gone 
from a lost cause to an almost-hot prospect. 
Now you may think this sounds strange, 
when all everyone is talking about is the 
Ebola crisis and flashpoints of insurgency 
like the Boko Haram in Nigeria and al-Shabab 
in Kenya. You might also think it sounds 
strange with conflict in Central African 
Republic and South Sudan. 

“Yes, these are certainly challenges. Ebola 
could be devastating if not decisively dealt 
with as a global challenge. The IMF esti- 
mates 1.5% to 3.5% off the growth rates of 


Today, Nigeria is the largest economy in Africa 
and the 26th largest in the world, with a GDP 
of $510 billion and perhaps the most diverse 

economy on the continent. 


Liberia, Guinea and Sierra Leone. Nigeria and 
Senegal are relatively unscathed. But if not 
stopped, Ebola will travel, as we have seen, 
and could cause considerable harm. 

“But Ebola is not a problem that is perma- 
nent. It is a problem that can be managed, so 
don't expect it to reverse Africa's growth tra- 
jectory. Boko Haram and al-Shabab are real 
problems, but again, the pushback is begin- 
ning. What is interesting is that the existence 
of these problems has not managed to turn 
back the tide of a better-performing Africa.” 










i 





Okonjo-lweala described Nigeria as “per- 
haps one of Africa’s most successful sto- 
ries.” The return to democratic rule at the 


turn of the millennium brought with it bet- 
ter macroeconomic management and a 
series of reforms that unleashed economic 
growth, with GDP growing at an average 
7% per annum during the last decade, she 
said. This growth was driven by the non-oil 
sector, particularly telecommunications, 
manufacturing, construction, wholesale 
and retail. 

Today, Nigeria is the largest economy in 
Africa and the 26th largest in the world, with 
a GDP of $510 billion and perhaps the most 
diverse economy on the continent. Only 15% 
of its GDP comes from resources (mainly 
oil and gas). The services sector accounts 
for 51%, agriculture 22%, telecommunica- 
tions 8.7%, manufacturing 6.7% and the film 
industry (known as Nollywood) 1.2%. 
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Nigeria, with about 170 million people, 
has nearly 20% of the African continent’s 
population, and is also its largest market. A 
recent report by the McKinsey Global Insti- 
tute counted almost 40 million Nigerians in 
the consuming class, defined as households 
with incomes exceeding $7,500 a year. 

Atarecent forum in Abuja, Nigeria’s minis- 
ters of finance, works, and trade and invest- 
ments presented scorecards that addressed 
Nigeria’s progress in these vital areas since 
President Jonathan took office in 2011. 


Nigerian Economy Grows 

to Largest in Africa 

Okonjo-lweala said that under President 
Goodluck Jonathan’s administration, Nige- 
ria’s economy grew to the largest in Africa, 
burgeoning from a GDP of $46.4 billion in 
fiscal year 2000 to $510 billion in 2013. 

She said the Nigerian economy is now 
comparable in size to those of countries such 
as Argentina and Austria. Nigeria’s average 
growth rate—more than 7% in the last five 
years—is higher than the average for sub- 
Saharan Africa. 


Economic Indicators 

Improve 

Nigeria’s credit ratios also have strength- 
ened. Debt-to-GDP ratio declined from 21% 
to 11%, and the planned budget deficit for 
2014 is 1% of GDP. 

More than ever before, Okonjo-lweala 
said, the Nigerian economy is strong, with 
stable exchange rates and declining infla- 
tion. Currently, inflation is 7.9%, compared 
to 14.1% in June 2010. In fact, the stretch of 
single-digit inflation this year is the longest 
since 2008, reflecting President Jonathan's 
policy during the last three years to reduce 
government recurrent expenditures in rela- 
tive terms, reduce budget deficits and com- 
plete unfinished projects. 

“For instance, annual borrowing was $3.2 
billion in 2013 compared to $4.7 billion in 
2011,” said Okonjo-lweala. “Following 
President Jonathan's reform program and 
the huge potential in the Nigerian economy, 
Nigeria has emerged as the No. 1 investment 
destination in Africa in the last four years. 
Nigeria attracted foreign direct investment 
of over $25 billion from 2010 to 2013. This is 
in addition to the significant and increasing 
domestic investments being made across 
sectors such as agriculture, manufacturing, 
petrochemicals, power and so on.” & 





N igeria has emerged as the 


No.1 investment destination in Africa 
in the last four years. 











Above: President Jonathan cuts the ribbon at the Lower Usuma Dam Water Treatment Plant 
(Phase 3 and 4) inauguration in Abuja in April 2014. With him are: Chairman of the Senate Committee 
on Power Senator Philip Tanimu Aduda, Minister of Federal Capital Territory Senator Bala Abulkadir 
Mohammed and Minister of Federal Capital Territory Oloye Olajumoke Akinjide. Below: a campaign 
billboard for President Jonathan and Vice President Namadi Sambo along Abuja thoroughfare. 
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In her October 8 speech 
to the Atlantic Council 
Africa Center, Okonjo- 

lweala summarized 

the problems Nigeria 
faces while maintaining 
her optimism that the 

Jonathan government's 

reforms will solve them. 





President Jonathan at the World Economic Forum in Abuja 
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Opportunities 
and Obstacles 
in Nigeria's 

Economic Future 


Jim Ovia is optimistic about Nigeria’s 


economic future. Since founding Zenith Bank 


Plc almost 25 years ago, Ovia has been a 


witness to, and a participant in, the country’s 
impressive growth. Today, Nigeria’s rebased 
GDP stands at $510 billion, up from a mere 


$286 billion in 1990. 


ver half of Nigeria's growth in the last two-and-a-half 

decades has come from the services sector, rather than 

the country’s traditional mainstay, the oil and gas sec- 

tor. Jim Ovia, group chairman of Zenith Bank Plc, says 
the economy’s performance—with real GDP growth in non-oil sec- 
tors of 5.4%, 8.3% and 7.8% in 2011, 2012 and 2013, respectively— 
continues to be driven by improvements in non-oil sectors. So 
while Ovia remains cognizant of the potential hurdles facing the 
country’s continued development, he says, “I see a great future for 
Nigeria.” 


New Opportunities 
As Africa’s largest economy, Nigeria 
offers a vast market for goods and ser- 
vices, which has made it a major fron- 
tier market for foreign investors. And 
although investing in Nigeria remains 
a high-risk proposition, Ovia says it 
may be one of the few countries that can offer investors close to 
30% return on investment. That's a reward he believes many will 
be eager to capture. “Entrepreneurs as we know them, including 
myself, are all risk takers,” he says. “If you don’t dare, you don’t win.” 
Encouragingly, Nigeria's economic fundamentals remain strong 
compared to other frontier markets, given the country’s relatively 
low debt-to-GDP ratio and budget deficit. Looking forward, Ovia 
sees increasing opportunities for investment in manufacturing, 
agriculture and tourism. “These are areas that beckon to genuine 
investors who are willing to take the risk and invest long term for 
big profits,” he says. 





Portion of Nigeria’s 
economic growth from 
the services sector, 
1990 to 2015 





Jim Ovia, Chairman of Zenith Bank 


Challenges Ahead 

Despite the country’s economic promise, Ovia acknowledges that 
Nigeria must address several challenges if it is to achieve further 
successes on the world stage. Among them are several parame- 
ters for global competitiveness identified by the World Economic 
Forum, such as the maintenance of basic infrastructure, the estab- 
lishment of health and educational systems, workforce training 
and the development of the country’s financial market. In addition, 
he says, successful countries safeguard the people and property 
within them. Ovia notes that the Nigerian government is already 

building capacity in these areas. 


Zenith’s Growing Role 
Given Zenith Bank’s expanding 
global footprint, Ovia is optimistic 
about its emergence as an African 
megabank: The bank is listed on the 
London Stock Exchange, and plans 
to develop a presence in South Africa and China. Meanwhile, at 
home, Zenith Bank has helped fund the ongoing divestiture of 
international oil assets to indigenous oil companies and was at the 
forefront of funding the federal government's sale of power infra- 
structure to private investors. 

Today, Ovia relishes his position as chairman of a successful Nige- 
rian bank, noting that it gives him the opportunity to portray the 
country in a positive light globally. “As a positive ambassador of 
Nigerian entrepreneurship, | am proud to be a Nigerian,” he says. 
“In this role | will continue to promote Nigeria’s blossoming invest- 
ment climate.” i 
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NIGERIA’S ADVANCES in 
HOUSING, INFRASTRUCTURE, 
INDUSTRY AND BUSINESS 


In her speech to the Atlantic Council, Nigeria’s Finance Minister, 
Dr. Ngozi Okonjo-lweala, explained that, “in the housing sector, we launched 
another revolution, the Nigeria Mortgage Refinance Company (NMRC), 
in January 2014 to facilitate and guarantee mortgage liquidity to qualified 
financial institutions in a bid to close the housing gap. 











President Jonathan pushes the switch on automated construction equipment at the groundbreaking ceremony for the 
construction of the second Niger Bridge in March 2014. To his left is Minister of Works Mike Onolememen. 
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“Nigeria is perhaps 
one of Africa’s most 
successful stories.” 
—Dr. Ngozi Okonjo- 
iweala, Minister of 
Finance 





Nigerian Minister of Finance Ngozi Okonjo-lweala 


4A hrough supporting mass- 
housing programs, we 
hope the NMRC will pro- 


vide up to 200,000 afford- 
able mortgages within the next five years. 
When we advertised for 10,000 mortgages, 
we received over 66,000 applications. 

“We expect to create hundreds of thou- 
sands of jobs—good jobs for plumbers, car- 
penters, welders, architects, surveyors and 
designers in the housing sector. America and 
the UK have long understood the value of 
the housing sector as a social good. We are 
only catching up now—reforming our land 
use and land titling systems, putting fore- 
closure laws in place to make it possible,” 
Okonjo-lweala said. 


Road and Rail Developments 
Nationwide 

Works Minister Arch. Mike Onolememen 
said his ministry has made significant 
strides in road development since Presi- 
dent Jonathan’s election in 2011. 


The ministry restructured the existing two 
highway departments into 12 departments. 
Each of Nigeria’s six geopolitical zones now 
includes a department of highway construc 
tion and rehabilitation to supervise and 
manage highway projects, as well as a pri- 
vate-sector team to monitor ongoing high- 
way construction and rehabilitation works 
and render independent quarterly reports. 


Road-Sector Reform 

Bills Approved 

A road-sector reform committee, composed 
of registered engineers and other Nigerian 
experts, is charting a road map for reform. 
Nigeria’s Federal Executive Council recently 
approved the committee’s draft bills creat- 
ing a federal road authority and a national 
road fund. 

Onolememen said the new bills would 
not only attract the private-sector funds 
required to fill the funding gap in the devel- 
opment of Nigeria’s road infrastructure, 
but also would lead to the creation of more 
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The Central Bank of Nigeria in Abuja 





business opportunities for engineering pro- 
fessionals and other Nigerians. 

The works ministry has introduced an 
important new system that restricts gov- 
ernment payments to contractors. It permits 
payment only for permanent roadworks, 
reducing or eliminating government losses 
attributed in the past to corrupt business 
practices. 


Rehabilitation, Reconstruction 
and Expansion 
The ministry has completed 62 road reha- 
bilitation, reconstruction and expansion 
projects and has made progress on many 
more. When President Jonathan took 
office in 2011, just 16% of Nigeria’s roads 
were driveable. Today, that number has 
increased to 70%. Of 35,000 km of fed- 
eral highways, the ministry has improved 
20,500 km—16,000 km since 2011. 

Travel times on most of Nigeria's arterial 
roads have improved dramatically, reducing 
fuel consumption and maintenance costs 
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The railway construction 
project will create about 


200,000 


local jobs. 


for drivers, increasing socioeconomic 
integration and empowering Nigerian 
citizens. Even some transport companies 
have reduced their fares in response to these 
efficiencies. 

New requirements for the use of bitumen 
emulsion in all road projects—and the 
abolition of kerosene—comply with the 
Kyoto Protocol, which discourages the 
emission of gases that increase global 
warming. The use of modified asphalt also 
will increase the longevity of road pavement. 

And, to improve the timeliness of road 


maintenance, the Federal Roads 
Maintenance Agency has begun 
daily surveillance on all federal 
roads. 


Major Rail Line 
Construction 
Announced 

After the conclusion of the 
government forum in late 
November, Nigeria and China 
announced a landmark $11.97 
billion construction contract 
to build a high-speed railway 
along Nigeria’s coastline. China 
Railway Construction Corp. 
Ltd. will build the line, which 
links Lagos in the west and 
Calabar in the east. 

Nigeria’s Minister of Trans- 
port, Idris Umar, described 
the rail line as green and effi- 
cient transportation that will 
promote economic develop- 
ment along its 1,402 km route 
through the oil-rich region of 
Nigeria. 

The rail line will traverse 10 
states and include 22 stops. The 
construction project will cre- 
ate about 200,000 local jobs, 
directly or indirectly. When 
complete, the railway will offer 
about 30,000 permanent jobs. 

“This will open the eyes of investors and 
encourage them to do more business here,” 
said Boyo Evah, an area economic analyst. 
“We hope more initiatives like this will be 
extended to other regions in Nigeria.” 


Industrial Revolution 
Takes Shape 
Minister of Industry, Trade and Invest- 
ment Olusegun Aganga observes that 
until President Jonathan launched his 
industrial revolution plan in the country, 
Nigeria was merely a consumer of finished 
goods. Under the Jonathan administration, 
Aganga reports, the nation’s economic 
management team has carried out 62 eco- 
nomic and industrial reform programs. 
Out of the 62 reforms, 12 were game 
changers that have helped to redefine the 
investment climate within the last four years, 
says the minister. 
For example, Nigeria has quintupled its 
number of automobile manufacturers since 


2011. Aganga credits the Nigeria Automotive 
Development Plan for the industry’s expan- 
sion. The plan seeks a total private sector 
investment of $300 million in the automo- 
bile sector by 2016. 

“In 2012, we did a lot of consultation on 
the policy. In February 2013, the automobile 
policy was approved by the Federal Execu- 
tive Council,” Aganga says. “Over 22 compa- 
nies have signed with technical partners to 
produce cars in Nigeria.” 

Aganga explains that compared to auto 
sector investment of $62 million over the 
previous ten-year period, $150 million has 
been invested in less than one year, with 
about $300 million expected in 2016."The 
number of auto vehicle manufacturers 
in 2011 was four, and today we have 22,” 
Aganga says. 

The country’s universities are aligning 
their curricula with the auto industry to fur- 
ther support its expansion. “The number of 
universities offering automotive engineer- 
ing was nil in 2011, but today we have four,” 
Aganga notes. 


Additional Industry Growth 
Aganga reports that with the implementa- 
tion of reforms in the sugar industry sec- 
tor, a total investment of $3.2 billion has 
been made, compared to $100 million in 
2011. The sector, which in 2011 employed 
only 3,850 workers, has created more than 
80,000 jobs. 

Investment has increased in the cement 
sector as well. Investment in the sector is 
now worth $15 billion, and cement-related 
jobs total about 2.2 million. The minister 
says the federal government will continue to 
support the sector, ensuring further reduc- 
tion of the price of cement to make it easier 
for Nigerians to build their houses at afford- 
able cost. 

Non-oil exports generated $2.3 billion in 
the last year, Aganga says, crediting his min- 
istry’s proactive trade policies and incen- 
tives. He also says that in 2011, Nigeria 
exported non-oil products to 103 countries 
and territories out of 220. This shows signifi- 
cant improvement over the previous years. 


Free Trade Zones and 
Small-Business Initiatives 
Investments in Nigeria’s Free Trade Zones 
(FTZs) now stand at $11.1 billion, and 35,120 
new jobs have been created in the zones, 
the minister reports. His ministry is in the 
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process of reviewing FTZ operations to 
make them more functional. 

The Nigeria Industrial Revolution Plan 
(NIRP) and the National Enterprise Develop- 
ment Programme (NEDP) launched in Febru- 
ary 2014 by Goodluck Jonathan are setting 
the stage for a new era of development 
for industry and micro, small and medium 
enterprises (MSME). At the program’s launch 
in Abuja, Jonathan described the NIRP as a 
road map aimed at transforming the nation’s 
industrial landscape, boosting skills develop- 
ment, enhancing job creation and conserv- 
ing foreign exchange. 

The NIRP will fast-track industrialization, 
accelerate inclusive economic growth and 
create jobs. It is also designed to transform 
Nigeria’s business environment and stop 
the drain on the country’s foreign reserves 
with stepped-up local production. The 


Construction equipment at the groundbreaking ceremony for 
the construction of the second Niger Bridge in March 2014 


plan identifies sectors in 
which Nigeria has competi- 
tive and comparative advan- 
tage, such as agriculture and 
agro products, metals and 
solid minerals, oil and gas, 
construction and light man- 
ufacturing services. 

President Jonathan 
stressed that the NIRP 
would improve the nation’s 
investment climate and 
promote the patronage of 
made-in-Nigeria products. 

“The NIRP will also address 
the physical constraints that 
have consistently inhibited 
the growth of manufactur- 
ing by building industrial 
infrastructure, prioritizing 
power for industrial use, 
reducing borrowing cost 
and mobilizing funds for 
the real sector,” Jonathan 
said. “It will help build our 
industrial skills, improve our 
investment climate, raise 
our product standards, link 
innovation to industry and 
ensure local patronage of 
made-in-Nigeria goods.” 

Another goal of the NIRP 
is to increase the contri- 
bution of the manufactur- 
ing sector to GDP from the 
present 4% to more than 
10% over the next five years. 
Jonathan expects it to boost the annual rev- 
enue earnings of Nigerian manufacturers by 
up to $28 billion. 

Meanwhile, NEDP aims to reposition 
the MSME sector as the major driver of job 
creation and inclusive economic growth. 
The Federal Government will continue to 
promote the patronage of made-in-Nigeria 
products through the implementation of 
local patronage policies and programs. 

A 2010 survey conducted by the Small and 
Medium Enterprises Development Agency 
of Nigeria and the National Bureau of Sta- 
tistics showed that Nigeria has about 17 
million MSMEs, employing over 32 million 
people, Jonathan reports. “If each of these 
17 million MSMEs employs one additional 
person, we will create an additional 17 mil- 
lion jobs, thereby reducing employment in 
our country. 


“The NIRP and NEDP will give additional 
impetus to our Transformation Agenda by 
ensuring...enterprise development and 
industrialization,” the president says.“For 
our own part, the federal government will 
continue to support local manufacturers by 
buying vehicles that are made in Nigeria. 
And as long as those vehicles are produced 
in this country, the federal government will 
buy them. So we also encourage the state 
governments to support the patronage of 
made-in-Nigeria products in their states.” 


Tackling Nigeria’s 
Industrialization With 
Electricity Reforms 

Nigeria has made the bold move to priva- 
tize its electricity sector. The country hopes 
that this, combined with other reforms, will 
revive its once-active industrial sector and 
create a leading manufacturing hub. 

With its 2005 Electric Power Sector Reform — 
Act, Nigeria unbundled its government 
monopoly, National Electric Power Author- 
ity (NEPA), into 18 successor companies. The 
Power Holding Company of Nigeria (PHCN) 
serves as the holding company. The Nigerian 
Electricity Regulatory Commission (NERC) 
was also formed, and the sector moved away 
from government ownership to the private- 
sector-driven Nigerian Electricity Supply 
Industry (NESI). 

On November 1, 2013, Nigeria handed 
over 11 power distribution and five genera- 
tion companies to private owners. The suc- 
cessful unbundling of the former PHCN has 
received worldwide attention, with many 
international organizations describing it as 
a model that many African countries could 
adopt. 


Power Sector Reform 

Nigeria’s Minister of Power, Professor Chin- 
edu Nebo, reports that the nation’s move 
to put to good use its already completed 
and commissioned gas-fired power plants 
has been successful, with concrete arrange- 
ments now in place to make gas speedily 
available to all National Integrated Power 
Project (NIPP) plants. 

The federal government has pursued vig- 
orously the implementation of generation, 
transmission, distribution and gas to power 
projects under the aegis of NIPP, Nebo says. 

Negotiations are ongoing with other 
front-runner IPPs, including Zuma Energy, 
Century Power, ExxonMobil (MPN), Ikot 
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Nigerian President Jonathan and Vice President Joe Biden at the U.S.-Africa Leaders Summit in 


Washington, D.C., in August 2014 


“Infrastructure has been a major focus area of my 
administration, so we pursued the power sector 
reform to this point of irreversible progress. 
Nigeria has undertaken a most transparent 
and corruption-free bidding process, attracting 
global commendation. The ongoing 450 MW 
Azura Power Plant in Edo State is a testimony to 
the success of this transformation.” 


—President Goodluck Jonathan 


Abasi Power, and Omo Power (Geometric), 
says Nebo. He also reports that feasibility 
studies have been concluded for 10 dams 
for hydropower generation. 


Coal to Power 

A coal-to-power committee has developed 
an action plan for a coal-fired power plant. 
The committee has so far recorded modest 


achievements in facilitating investment ina 
coal-fired power plant by Zuma Energy and 
Pacific HTG Ltd. African Development Bank 
is providing credit support to the Nigerian 
Bulk Electricity Trader (NBET) in the form of 
partial risk guarantee for coal-based IPPs. 
The Federal Ministry of Power, in partner- 
ship with the Federal Ministry of Mines and 
Steel Development, is currently developing 


bankable project documents to facilitate 
investment in coal to power. 

“Licenses have been given to real inves- 
tors who are ready to do coal to power,” says 
Nebo. “It is with the insistence of steel and 
mine. We are synergizing with IPPs to actu- 
alize coal to power.” 


Strengthening Power-Sector 
Agencies 

President Jonathan has strengthened vari- 
ous government power institutions, includ- 
ing the Nigerian Electricity Regulatory 
Commission (NERC), Nebo says. “We have 
successfully handed over the Trading Point 
Meter to operation participants in readi- 
ness for the Transitional Electricity Market 
(TEM). Workshops for training of partici- 
pants on market rules, market procedures 
and a market payment system for efficient, 
all-inclusive, high-quality performance 
have been organized.” 

An Electricity Management Services 
Limited (EMSL) team was inaugurated on 
September 10, 2013. Its role is to carry out 
technical inspection and certification of all 
electrical materials, equipment and installa- 
tions in the Nigerian electricity supply indus- 
try. The inauguration of the National Council 
on Power (NACOP) followed on August 14, 
2014. The National Power Training Institute 
of Nigeria (NAPTIN) has also been restruc- 
tured. More technical departments were 
added to the institute in line with the realiza- 
tion of the Jonathan administration's trans- 
formation agenda. 

“Overall, the federal government is target- 
ing 20,000 MW by 2020,” says Nebo, “and so 
we are working towards 75% coverage, to 
make sure that no Nigerian community is 
left in darkness.” 


Response to Lower Oil Prices 
The Central Bank of Nigeria (CBN) 
responded to the drastic crash in the price 
of crude oil—Nigeria’s largest revenue 
earner—by releasing a set of tight mon- 
etary measures to prevent inflation and 
maintain monetary stability in the country. 

The measures included raising the Mon- 
etary Policy Rate (MPR), the rate at which the 
CBN lends money to deposit banks, from 
12% to 13%; increasing the Cash Reserve 
Requirement (CRR) on private-sector depos- 
its from 15% to 20%; and devaluating the 
naira in its exchange with the U.S. dollar 
from N155 to N168 per greenback. 


Photo: Ladidi Lucy Elukpo 
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The CBN also advised the Federal Govern- 
ment to further cut down on the proposed 
oil benchmark for the 2015 budget—below 
the new $73 window—to be in a safer posi- 
tion, as the oil price drop appears to be 
consistent. 

These measures came barely a week after 
the Federal Ministry of Finance announced 
fiscal austerity measures in reaction to the 
drastic drop in oil prices, which saw the fed- 
eral government lowering next year’s oil 
budget benchmark price from $78 to $73. 

CBN Governor Godwin Emefiele reeled 
out the measures at the end of a special 
Monetary Policy Committee (MPC) meet- 
ing, the committee’s last for fiscal year 2014 
before the 2015 general election. 

Emefiele, who also chairs the MPC, 
explained that the action was taken to mini- 
mize the impact of the oil price drop, dis- 
courage frivolous borrowing by politicians 
to spend for campaigns and shore up Nige- 
rian foreign reserves, which dropped from a 
little above $40 billion to $36 billion at the 
end of October 2014. 

“The robust output expansion amidst 
strong headwinds arising from a weaken- 
ing of the international oil market gives cre- 
dence to the efficacy of our macroeconomic 
policy,” Emefiele told journalists at a post- 
MPC briefing. 

“The Committee found credence in the 
permanency theory of current oil price 





Yar'Adua Expressway in the capital city of Abuja 


Aganga reports that 

with the implementation 
of reforms in the sugar 
industry sector, a total 
investment of $3.2 billion 
has been made, compared 
to $100 million in 2011. 


Nigerian Minister of Industry, Trade 
and Investment Olusegun Aganga 








dynamics in the fact that the political res- 
tiveness in the Middle East and North Africa 
(MENA) region has not created uncertainty 
in oil supplies, as both Libya and southern 
Iraq have open and strong supply lines in 
the market,” Emefiele said. 

Also, the Committee was of the view that 
the current challenge requires bold policy 
moves on both the demand and supply sides 
of the foreign exchange market. 

“Bold policy and administrative measures 





in the management of the nation’s stock of 
foreign exchange reserves have become 
inevitable in order to align the market 
towards its long-run equilibrium path,” the 
central bank leader noted. He emphasized 
that the current situation demands that the 
CBN confront the issue of declining external 
reserves head-on in order to strengthen the 
value of the domestic currency. 

“Consequently, stabilizing prices and 
maintaining exchange rate stability and 
charting a sustainable path for medium to 
long-term growth are the immediate top 
priorities,” he said. 

“In the Committee’s opinion, a more 
flexible naira in the face of nonexistent fiscal 
buffers was the most viable policy option 
at a time of heightened demand pressure 
for foreign exchange and falling oil prices. 
Also, given the level of excess liquidity in 
the banking system, it becomes imperative 
for the bank to address the sources of 
the foreign exchange demand pressure,” 
Emefiele added. 





Gai -~FECHEITC EIU S 
Ultimately, there is a real contradiction here 
that needs to be addressed. Whereas the 
echoes of optimism in “Africa Rising” rever- 
berate across the globe, the narrative on 
Nigeria—a key driver of the continent's trans- 
formation—is often filled with tales of pessi- 
mism. Yet the country’s future is very bright 


and its key economic indicators are sound. & 
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U.S. Secretary of State John Kerry and DRC President Joseph Kabila in Kinshasa in May 2014 


OPEN for BUSINESS 


BY PAUL TRUSTFULL 


The Democratic Republic of Congo (DRC) has been one of the 
leading economies of sub-Saharan Africa, and it is not showing 
any signs of slowing down. In 2013, the DRC’s GDP grew by 8.3%, 
according to the IMF and government reports, and growth in 2014 
is expected to reach double digits. 
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President Kabila, Prime Minister Ponyo and dignitaries attend the July 15 
inauguration at Bukanga Lonzo, the DRC’s first agricultural business park. 


he DRC holds tremendous potential in its mineral 

resources, human capital, manufacturing capabilities and 

agriculture. Endowed with over $24 trillion worth of min- 

eral wealth, including copper, diamonds and coltan—the 
dull, black mineral used in virtually every electronic device—the 
nation is vital to technology all over the world and the growth of 
the consumer electronics market. 

According to Prime Minister Matata Ponyo Mapon, “Our economic 
performance is the strongest since the 1960s. We have an inflation 
rate from January to the present of just 0.3%. We registered 8.2% 
real GDP growth last year. That makes us number five on the conti- 
nent in GDP growth. This country is on the move.” 

Underlying this tremendous growth is a stable macroeconomic 





framework and policies that not only have encouraged growth, but 
have kept inflation at 1%, the lowest inflation rate the nation has 
exhibited since it achieved independence over half a century ago. 

The DRC is quickly beginning to challenge other emerging mar- 
kets as a prime destination for foreign investment. 

It was this message of stable but remarkable growth that Prime 
Minister Ponyo expressed to investors and government officials 
when he visited the Netherlands in late October. 

During his visit, Prime Minister Ponyo met the Dutch Prime Minis- 
ter, Mark Rutte, and the Dutch Minister of Foreign Trade and Devel- 
opment Cooperation, Lilianne Ploumen. The prime minister also met 
with two Africa-focused Dutch business organizations, the South- 
ern African-Netherlands Chamber of Commerce (SANEC) and the 
Netherlands-African Business Council (NABC). 

These two groups organized a DRC Business Forum in Noordwijk 
for the Congolese delegation that enabled the Dutch private sec- 
tor to discover the Congolese market. At the forum, Prime Minister 
Ponyo took the opportunity to talk to representatives of Dutch com- 
panies that are already successfully operating in the DRC. 

Throughout the visit, the Congolese prime minister reiterated 
the necessity for foreign partnerships as the DRC continues to grow. 
Through the transfer of technological advances and private and 
public investments, Africa looks forward to new foreign partner- 
ships as it rises to compete on a global scale. 


Reforms Drive Success 

The DRC stands as a beacon of perseverance—one that serves as a 
model for other Central African nations. Its ability to harness inter- 
national investments and government partnerships has been a key 
to its success. 

Working closely with members of the international community, 
Prime Minister Ponyo and President Joseph Kabila have improved 
the country’s business climate and have simultaneously imple- 
mented social reforms to benefit each layer of Congolese society. 
These changes range from creating transparent processes and 
minimizing bureaucracy when starting businesses to creating anti- 
corruption programs. 

Formerly the nation’s minister of finance, Prime Minister Ponyo 
has become popular, garnering praise both within his country and 
in the international community. He is a technocrat with the ability 
and passion to bring change to the DRC and a firm believer in sta- 
bility and the private sector as the keys to growth. He has worked 
to encourage free enterprise throughout the DRC. During his tenure 
within the ministry, Ponyo helped change the investment climate 
of the nation and began enacting new measures to protect share- 
holders and boost capital flow to the country. 

As prime minister, Ponyo has focused his attention on key initia- 
tives to help the nation prosper. From bolstering the legal system 
by implementing investor-friendly regulations. to lowering corpo- 
rate taxes and decreasing the amount of bureaucracy for starting 
and running enterprises, the prime minister followed through on 
actionable goals to illustrate to the world the potential of the DRC 
under proper governance. 

Prime Minister Ponyo seeks to create business environments simi- 
lar to those of developed nations, and understands that the future 
of the DRC rests, not on the government, but on a public-private 
mandate to create opportunities and growth, which can only occur 
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Working closely with members of the international 
community, Prime Minister Ponyo and President Joseph 
Kabila have simultaneously improved the country’s 
business climate and implemented social reforms to 
benefit each layer of Congolese society. 





Huawei Senior Vice President Guo Tianmin, President Kabila and Prime Minister Ponyo officiate at 
the opening of Huawei's regional training center, which will enroll up to 2,000 students per year for 
technical training. Building strong education infrastructure has been one of the major goals of the 
current administration. 


when the rule of law and good governance 
protect the rights of investors and citizens. 

“Building a strategic vision for long-term 
development requires sound political lead- 
ership, tireless reform efforts aimed at rein- 
forcing the quality of the administration and 
vital institutions, and adhering to the rules 
and practices of good governance regarding 
Our natural resources,” asserts Prime Minis- 
ter Ponyo. 


Rising to the Challenge 

According to the IMF, in recognition of 
the need for better governance, many 
resource-rich countries in sub-Saharan 
Africa, such as the DRC, have made a great 
deal of progress in the quality of their insti- 
tutions over the past few years. In fact, over 
half of the natural resource providers have 


improved their World Bank Worldwide 
Governance Indicator ratings on rule of law 
and corruption, and about 40% of these 
countries have improved their ratings on 
government effectiveness. 

President Kabila’s latest example of 
creating a more favorable business climate 
can be seen in his efforts to tighten controls 
on granting mining licenses to prevent 
abuse and fight corruption. Desiring to instill 
better corporate governance throughout 
the economy, he sees this as a giant step 
forward to creating an ideal environment 
for investors and the nation’s stakeholders. 

Improper control mechanisms have led 
to underdevelopment that has cost the 
country in tax revenue and in the livelihood 
of citizens throughout the mineral-rich 
portions of the nation. 


According to President Kabila, “We need 
to put an end to the paradox which sees 
huge mining potential, and ever more 
intense mining activity, but only modest 
benefits for the state.” He adds that some 
of the mismanagement “has had negative 
consequences for the improvement of the 
population’s living conditions.” 

In July of this year, the DRC earned full 
membership to the Extractive Industries 
Transparency Initiative (EITI), the global 
organization promoting good management 
of oil, gas and mineral resources. 

“Despite all the challenges facing the 
country, the Congolese people have been 
working together to bring transparency 
and accountability to the management of 
their natural resources,” says Clare Short, 
the group’s chair. 

The nation has advanced remarkably over 
the last few years—economically, socially 
and politically—under the leadership of 
President Kabila and Prime Minister Ponyo. 
As one of the largest democracies in Africa, 
the nation has shown resilience after over- 
coming years of civil strife and factious 
violence. 

The rise of the DRC signals an evolution of 
Africa and offers a look at what the best of 
Africa can come to represent. Underpinned 
by strong governance, a diversified economy 
and an ambitious modernization plan, this 
nation of 70 million is on the cusp of an 
unprecedented emergence as an African 
superpower. 


Strong Governance Fuels 
Growth 

The DRCis among the largest democracies 
on the African continent. Elected in the 
nation’s first democratic election in decades 
in 2006 and once again in 2011, President 
Kabila began his leadership of the DRC 
following the assassination of his father, 
Laurent Désiré-Kabila, in 2001. 

President Kabila saw the need to make 
quick reforms to once again unite the coun- 
try after a national tragedy and civil strife. 
He pulled together a robust team of advisors 
and facilitators to begin rebuilding the fabric 
of the DRC by creating a framework to help 
facilitate economic growth and boost the 
welfare of the Congolese people. 

Under this framework, entitled Les Cing 
Chantiers de la RDC (the Five Pillars of the 
DRC), Kabila developed a long-term plan 
to create a better Congo for its citizens by 
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supplementing the country’s trade policy 
with foreign governments and boosting 
domestic investments. He is determined to 
improve infrastructure, provide wider access 
to electricity, develop the educational sys- 
tem, foster higher employment and provide 
housing for all. 

President Kabila continuously seeks to 
build the nation’s infrastructure and help 
develop businesses through public-private 
partnerships, which not only efficiently 
deploy capital, but also create demonstra- 
ble changes for the country’s citizens. 

Improving the nation’s healthcare 
infrastructure continues to be one of 
President Kabila’s top priorities. While South 
Africa and Dubai have been traditional 





Se 


healthcare destinations for Africans, the 
DRC is quickly making a name for itself by 
offering world-class facilities and physicians. 

One example of progress in healthcare is 
the Hdépital du Cinquantenaire in Kinshasa, 
which President Kabila and Minister of Public 
Health Felix Kabange Numbi inaugurated in 
March 2014. The Ministry of Public Health is 
currently working to create a healthcare pric 
ing structure throughout the country that 
will allow affordable healthcare for Congo- 
lese citizens at this and other planned world- 
class hospitals currently under development. 

Funded through a joint venture with Sino- 
hydro, a large Chinese engineering firm, 
Jubilee is a 500-bed hospital that brings 
world-class medicine back to the DRC. The 


Clockwise from top left: Dutch Minister of Foreign Trade and Development Cooperation Lilianne Ploumen and Prime Minister Ponyo ne during 


hospital will be operated by the Padiyath 
group, which manages hospitals through- 
out India and the Middle East. 

In addition to building world-class hospi- 
tals throughout the country, the DRC is look- 
ing for ways to make the management of the 
current health sector more effective by com- 
puterizing health records, and is working on 
a national plan that will enable it to create a 
system of electronic medical record keeping. 

Secretary General of Health Pascal Muke- 
ngeshay Kupa, representing the Ministry of 
Public Health, attended the presentation 
ceremony of the National Plan for the Devel- 
opment of Health Informatics (PNDIS). PNDIS 
consists of the first part of an e-health archi- 
tecture, which includes a set of information, 





the DRC Business Forum in the Netherlands; Prime Minister Ponyo (front row, center) poses for a group photo with representatives from the DRC and 


Heineken International at the Amsterdam brewery in October; Prime Minister Ponyo addresses the representatives of Dutch companies at the Forum; 


’ 


Prime Minister Ponyo and Dutch Prime Minister Mark Rutte during a break at the DRC Business Forum in Noordwijk. 
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data and hardware that are necessary for 
design and operations. 

Public-private partnerships such as the 
Hdpital du Cinquantenaire have proven 
to be vital to the growth of the country. 
In President Kabila’s vision for moderniza- 
tion, specific efforts to improve infrastruc 
ture, education, electricity, employment 
and housing are the key components of the 
nation’s long-term growth strategy. 

President Kabila’s work to overhaul the 
nation’s aviation infrastructure, for example, 
has resulted in discussions with Air France 
to partner with local airlines to create a pan- 
African network based in the DRC. Acknowl- 
edging the nation’s commitment to aviation, 
Ethiopian Airlines, the second-largest air 
carrier in Africa, opened a hub in the DRC’s 
main airport, N’Djili Airport. 


Ethiopian Airlines has been considering 
the DRC for the establishment of a regional 
carrier in Central Africa. According to Ethi- 
opian Airline CEO Tewolde Gebremariam, 
“The Congo is a large country and a large 
market, and while peace has been a prob- 
lem, there seems to be a better situation 
developing.” He adds, “We think it’s going 
to attract a lot of foreign direct investment, 
and it is right in the middle of central Africa.” 

Another such infrastructure project ben- 
eficial to the Congolese people can be seen 
in the redevelopment of the nation’s roads 
and bridges. The African Development Bank 
recently approved a grant of $82.7 million 
for the development of a 56-km-long high- 
way between Lovua and Tshikapa on the 
Batshamba-Tshikapa NR1 highway in the 
DRC. The grant supplements earlier bank 






Top left: Prime Minister Ponyo 

lays the first stone marking the 
start of construction work on the 
Municipal Stadium Project (PROS- 
TAM) in the Matate municipality of 
Kinshasa; top right: a rendering of 
the stadium; bottom left: President 
Kabila, Prime Minister Ponyo and 
dignitaries attend the stone-laying 
ceremony. The project, initiated 

by the government, includes the 
construction of five municipal 
international-standard stadiums. 


interventions to support work on the same 
road, which serves as a vital roadway for sur- 
rounding towns. 

The work includes the construction of 
a new bridge over the Kasai River passing 
through Tshikapa town. The upgraded road 
also aims to improve the service level of the 
transport logistics chain on the Kinshasa- 
Tshikapa road and the living conditions of 
people in the area. The project is expected 
to help open up the Bandundu and West 
Kasai provinces. 

As the DRC continues to grow, opportu- 
nities for investment are abundant. The gov- 
ernment and its partners have come a long 
way to ensure macroeconomic stability and 
to develop a business-friendly climate. The 
nation leads the charge across the world to 
show that Africa is indeed open for business. 
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Above and below: Prime Minister Ponyo tours Tomatowo 


he current economic 

mix of the DRC is heav- 

ily skewed toward the 
country’s natural resources, 
so diversifying the economy 
and developing human capital 
have been a hallmark of Prime 
Minister Ponyo’s work. 

“While the country is very 
wealthy in natural endowments 
regarding mineral resources, 
it is imperative to diversify 
beyond this wealth alone to 
propel the DRC to a state that 
can compete economically on 
a global scale,” he explains. 

The amount of gold produced by 
the DRC is on track to be four times the 
amount produced last year. The Minis- 
ter of Mines, Martin Kabwelulu, stated at 
a mining conference in Kinshasa earlier 
in the year that the nation’s gold output 
this year is targeted at 18 tons. 


Be 





“The production was more or less 100 
kilos in 2007, and expanded to 4 tons last 
year, while this year we hope it will reach 16 
to 18 tons,” he said. 

The increase in output is largely due to the 
opening of new mines, particularly the Kibali 
gold mine, owned by Randgold Resources 


rld, a Dutch greenhouse horticultural enterprise. 


and AngloGold Ashanti, each with 
a 45% stake, and the DRC state 
gold mining company, Société 
Miniére de Kilo-Moto. Kibali offi- 
cially opened on May 2, 2014, fol- 
lowing the investment of $2.5 
billion by Randgold and Anglo- 
Gold Ashanti. 

One of the many ways the Con- 
golese are shaping their future 
economy is by investing in the 
development of a world-class 
agricultural sector and focusing 
on agricultural extension services 
as well as research, energy, sci- 
ence and technology. The nation’s 
leaders are paying close attention, as this 
investment can potentially propel the econ- 
omy forward by fortifying the export market, 
and also help fight hunger and malnutrition. 

To support agriculture and encourage 
private-sector participation, Prime Min- 
ister Ponyo developed and launched a 
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nationwide program known as the National 
Agricultural Investment Plan (NAIP). NAIP’s 
main objectives are ensuring food security 
and developing the agribusiness sector, and 
its first project will be the development of 
16 large agro-parks. 

According to Councilor John Mususa, one 
of the leaders spearheading the project, 
“These parks will serve as an important 
part of the country’s rehabilitation and 
construction process by providing access 
to agricultural inputs and by combining 
laboratories, training facilities, storage 
centers and health facilities.” 

Agriculture is a vital industry that Prime 
Minister Ponyo seeks to boost throughout 
the vast DRC. His aim is to provide the 
Congolese ample opportunity to create an 
agricultural sector unrivaled in Africa. 

By using its water, land and energy 
resources, the DRC can develop an industry of 
commercial farms offering fishing, livestock 
and vegetable production, connected to a 
coherent network of production and food 
distribution. 

According to Prime Minister Ponyo, 
“Agriculture must be one of the main sectors 
of focus used to spearhead the Congolese 
economy to unprecedented levels. The 
agricultural sector is where we can have the 
most significant impact on the population.” 

Like agriculture, the energy sector is 
considered vital to economic growth 
within the DRC, especially as its large-scale 
mining and industrial sectors continue to 
see significant growth. 

Paramount to the energy future of the 
DRC and the African continent is the Inga 
Dam Project, which is one of the largest 
infrastructure projects ever undertaken. 
The centerpiece of the Inga Dams, the 
Grand Inga Dam, will be the world’s largest 
hydropower project and is an instrumental 
part of Africa’s future energy strategy. 

The dam has the potential to generate 
38,000 MW of energy at a cost of $80 billion. 
It will help power South Africa, Botswana 
and Angola, and will ultimately be able to 
export power to Europe. The first part of the 
project, Inga Ill, will top off at a nameplate 
capacity of 4,800 MW. @ 
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Kibali on cent the furnace in the gold room 
The Kibali gold mine is expected to produce 


550,000 ounces in 2014. 


The Kibali gold project poured its first gold bar in September 2013, well ahead of schedule. 
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STOCKS, BONDS AND FUNDS 


Taking a cue from the tech 
world she trades in, fund 
manager Cathie Wood is 
long transparency—and 
disruption. 


BY SAMANTHA SHARF 


ach week Cathie Wood, 

founder and CEO of 

startup Ark Investment 

Management, gathers 

her six stock-picking 
analysts (five twentysomethings 
and a fiftysomething former 
filmmaker) for a brainstorming 
session at its offices in New York 
City. The freewheeling discus- 
sions cover such holdings as Tesla, 
Netflix, Athenahealth, Autodesk, 
Illumina and Salesforce.com and is 
punctuated by Wood’s characteristi- 
cally out-there predictions. “I think 
Oracle is toast, I really do,” she 
declares at one. 

During the two-hour sessions 
the group sits in a conference 
room—a departure from their nor- 
mal practice of working at shared 
standing desks in an open work- 
space, with the 59-year-old Wood 
on her feet in the middle. But this 
is no closed-door caucus. One week 
a local tech exec drops by. Another, 
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an engineering professor dials in. 
And while none has actually shown 
up, even competing money manag- 
ers are welcome. 

That’s because Wood can’t 
hide her stock picks, and doesn’t 
want to. This fall Ark launched 
four actively managed exchange- 
traded funds built around themes: 
Industrial Innovation (ARKQ), Web 
X.0 (ARKW), Genomic Revolution 
(ARKG) and Innovation (ARKK). 
Like other ETFs, Ark’s must disclose 
their holdings daily instead of quar- 
terly, as traditional mutual funds do. 
While BlackRock, the world’s larg- 
est money manager, unsuccessfully 
sought Securities & Exchange Com- 
mission approval to run a managed 
ETF exempt from daily disclosure, 
Wood is happy to put her holdings 
out there. In fact, anyone can sign 
up to get an e-mail every time she 
makes a trade—usually a few times 
per week in each fund. 

A clever way for a tiny startup, 
managing just $26 million, to 
generate buzz? Sure, but Wood also 
has sound reasons for her choice. 
ETFs are cheaper to operate, par- 
ticularly for a small outfit. (Ark’s 
funds charge an annual expense 
ratio of 0.95%, compared with an 
average of 1.24% for open-ended, 
actively managed funds, according 
to Morningstar.) 

More important, ETFs avoid 
much of the tax drag of traditional 
mutual funds, which must pass 
through net realized gains to their 
holders annually. That’s painful for 
investors who hold a fund outside 
of a tax-deferred retirement ac- 
count. (During the early stage of 
the bull market, funds used carry- 
over losses from the financial crisis 
to offset realized gains; this year 
more will be distributing big tax- 
able gains to their holders.) 

Taxable gains are a far bigger 
problem for actively traded funds, 
with their higher portfolio turn- 
over, than for index funds, so the 
ETF tax advantage could be even 


greater for managed funds. Yet less 
than 1% of the $1.9 trillion invested 
in ETFs is actively managed, and 
much of the active sliver is in 
Pimco bond funds. 

Mammoth BlackRock may fear 
that with daily disclosure traders 
would front-run its stock buys. 

But for tiny Ark, disclosure is a 
desirable feature, not a bug. “We 
are quite happy to have company 
joining us on the same side of the 
trade,’ Wood says, noting that she 
sees transparency as a way to get 
her sometimes controversial picks 
noticed as well as to lure younger 
investors. 

Wood’s buttoned-up wardrobe, 
thick-rimmed glasses, pale-pink 
nail polish and airy, country club 
voice can’t conceal her bomb- 
throwing bent. As an undergradu- 
ate at the University of Southern 
California she found an early and 
lifelong mentor in supply-side 
economist Arthur Laffer, who 
sits on Ark’s advisory board. As 
a 25-year-old analyst she called 
the end of the 1970s bear market 
while most on Wall Street were 
still running scared, sending her 
employer, Jennison Associates, 
on a long run of outperformance. 
Later, as a newspaper stock ana- 
lyst, she got a front-row view of 
an industry disrupted and decided 
she’d rather put her money on the 
disruptors. 

After 18 years at Jennison, Wood 
ran her own hedge fund for three 
years before landing at Alliance- 
Bernstein in 2001. There, as chief 
investment officer for thematic 
portfolios, she managed nearly 
$6 billion at one point. 

The idea for a family of actively 
managed ETFs came to Wood in 
August 2012, she says, when her 
three kids were all away and, amid 
the unfamiliar quiet, she got to 
thinking: “I have been watching 
disruptive innovation for my entire 
career—why don’t I help my own 
sector along?” 



















































UNKNOWN ALL-ST*R 
Nate Pile 


AGE: 45 

HEALDSBURG, CA 

DAY JOB: NEWSLETTER EDITOR, 
STAY-AT-HOME DAD 

STRATEGY: TECHNOLOGY AND 
BIOTECH INVESTING 

TEN-YEAR AVERAGE RETURN: 17.6% 
TOP PICKS: MANNKIND (MNKD) 


As a math major at UC Berkeley 
in the 1980s Nate Pile’s awakening to the 
stock market came quite literally every 
morning at 6:30 a.m., when his college 
roommate, an active trader, got a call from 
his broker at the market open in New York 
City. The bull market of the 1980s hooked 
Pile, who landed a part-time job stuffing 
envelopes at one of the top-performing 
investment newsletters of the day, Jim Mc- 
Camant’s Medical Technology Stock Letter. 

Pile launched his own investment 
newsletter, Nate’s Notes, in 1995 from his 
bedroom, but for eight years he needed 
to teach junior high school math during 
the day to pay bills. Today Pile’s news- 
letter, focused on biotech and technol- 
ogy, is still headquartered in his home, 
in part because he is caregiver for his 
two daughters, but it is also one of the 
top-performing of its type, according 
to Hulbert Financial Digest. Ten-bagger 
recommendations of biotech giant Cel- 
gene and Apple have given a big boost to 
Pile’s returns. 


STRATEGY: Pile pays attention to tradi- 
tional fundamentals and technicals, but 
because some of his picks are biotechs 
he doesn’t fixate on traditional metrics. 
To understand the “story” of a stock, he 
drills down into the minute details found in 
the financial statements of the companies 
he is following. His portfolio tends to be 
concentrated, holding only 20 stocks. Ac- 
cording to Pile, the key factors in his deci- 
sion to invest are whether the company 
has a game-changing product that has the 
potential for huge growth and whether he 
would be happy to own the company even 
if the stock market didn’t exist. 


BEST IDEA: Pile likes biopharmaceutical 
MannKind (MNKD, 5.52) of Valencia, Calif., 
trading $3 below the level at which he first 
recommended it. In June the company 
finally received FDA approval for an inhaled 
diabetes treatment called Afrezza, but the 
stock is still down 60% from its 2004 IPO. 
Pile says many investors lost hope after 
Pfizer pulled a similar drug from pharma- 
cies because of weak sales. Yet he points to 
two crucial differences: Pfizer’s product was 
the size of a liter bottle and MannKind’s the 
size of a lifeguard’s whistle. More important, 
Afrezza works faster, thus giving patients 
more control. 
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Wood left AllianceBernstein in 
June 2013 on what she says were 
cordial terms after the firm passed 
on building out her ETF vision. 
While the firm won’t comment, 
higher-ups there may have also 
tired of the roller-coaster ride pro- 
duced by Wood’s big bets. Under 
her, AllianceBernstein’s Strategic 
Research portfolios returned 45% 
in 2009, versus 26% for the S&P, 
but lost 14% in 2011, when the S&P 
returned 2%. During her 12 years at 
AllianceBernstein she produced an 
average annualized return of 5.6%, 
compared with the S&P 500’s 4.2%, 
Morningstar reports. 


analysts are organized by industry. 
Is Athenahealth a technology stock 
or a health care stock?, she asks 
rhetorically to demonstrate her 
point, and answers, “It’s both.” Is 
Tesla a battery manufacturer or an 
automaker? Is Amazon a technol- 
ogy firm or a retailer? 

Wood latches on to themes and 
finds stocks she thinks will win 
big from them—regardless of cur- 
rent P/Es or industry. Example: 
She figures that 10% to 20% of 
the country’s annual $3 trillion in 
health care spending is wasted or 
at least spent inefficiently. That 
creates a huge opening for Athena- 


“WE KNOW THE MANAGEMENTS. WE KNOW 
THE FINANCIALS. WE KNOW HOW THEY ARE 
DISRUPTING, AND WE TAKE A POINT OF VIEW. 
IT’S CLASSICAL INVESTING.” 


Risk-adjusted return is obvi- 
ously another matter. Even Wood 
acknowledges her style isn’t for the 
faint of heart and shouldn’t make 
up the core of a typical investor’s 
portfolio. (She, on the other hand, 
has all of her personal stock hold- 
ings in her picks.) 

Wood is unapologetic about 
her bold investing style. To the 
contrary, she argues that since 
the market crash of 2008 active 
managers have become too timid 
and obsessed with matching some 
benchmark index every year, guar- 
anteeing that they’ll underperform 
that index once their higher fees 
are taken into account. Only 16% of 
the assets in Ark Innovation over- 
lap with the S&P 500—13% if you 
strip out Apple. 

A fan of Clayton Christensen’s 
idea of disruptive innovation, 
Wood looks for companies building 
new technologies or ways of think- 
ing, including those that may, in 
her view, have “fallen through the 
cracks” because Wall Street stock 
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health, which puts medical health 
and billing records in the cloud. 

It has a P/E of 100 times forward 
earnings and is the largest holding 
in Ark’s Web X.0 fund. 

Among the largest holdings in 
Ark’s Industrial Innovation and 
Innovation funds is 3-D printer 
maker Stratasys. While down 30% 
year-to-date the stock is up nearly 
500% over the last five years. Wood 
still likes it for two reasons, one 
being its acquisition strategy. “They 
have made very strategic rifle-shot 
acquisitions versus other compa- 
nies that are serial acquirers,” she 
says in a not-so-veiled dig at more 
consumer-focused, and therefore 
better-known, 3D Systems. The 
second and more fundamental 
reason she likes Stratasys is that 
huge amount of wasteful medical 
spending. She believes that 3-D 
printing will dramatically reshape 
manufacturing, allowing consum- 
ers to customize not just trinkets 
but also hearing aids, dentures and 
prosthetic limbs. 


Ark holds its share of popular 
stocks, but Wood has her own 
take on them and why they’re 
worth their lofty P/Es. Google is a 
top-five holding in the Industrial 
Innovation fund, in part because 
she likes its driverless cars. 

Yet despite her focus on new 
technologies, Wood paints herself 
as a stock-picking throwback. “We 
know the managements. We know 
the financial statements. We know 
how they are disrupting the world 
in some way, shape or form. We 
take a point of view,” Wood ex- 
plains. “It’s classical investing. This 
is what the masters did when I first 
started in the business.” 

As for her own industry, Wood 
predicts that managed ETFs won’t 
be a novelty for long. “As a student 
of disruption I always look at the 
tipping point. Certainly in any con- 
sumer product or service, if some- 
thing heads toward 20%, it usually 
takes off,’ says Wood, pointing out 
that ETFs account for 12% of the 
$15.8 trillion mutual fund industry. 
“T think we are hitting a tipping 
point.” 

Whether those managed ETFs 
will be transparent, however, isn’t 
yet clear. A few weeks after nixing 
BlackRock’s plans, the SEC gave 
Eaton Vance approval to offer a 
new structure—exchange-traded 
managed funds, or ETMFs—with- 
out disclosing holdings. The SEC 
determined these hybrid funds did 
more than BlackRock’s blind trust 
model to make sure funds traded 
near their underlying value. 

Robert Goldsborough, a Morn- 
ingstar analyst who covers primar- 
ily passive strategies, has been 
watching Wood and Ark with inter- 
est. “Not being concerned about 
the transparency, it makes her 
unique,” he says. “It is safe to say 
that, assuming Cathie does her 
research right, there is a real op- 
portunity for her, because there is 
no one else providing this kind of 
exposure.” 
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STOCKS, BONDS AND FUNDS 


Don't expect stellar returns with FPA New Income fund. But if history is a 
reliable predictor, your capital will be safe and stay one step ahead of inflation. 


BY STEVE SCHAEFER 


ortfolio manager Thomas 
Atteberry hates losing 
money. 
“T lost $50,000 on the 
first house I ever owned,” 
he laments. That was in Dallas in the 
1980s, when oil dropped to $10 a bar- 
rel from $32 and the housing market 
crashed. The wound left a permanent 
scar on Atteberry, 61, and is surely one 
of the driving forces behind his “never 
lose money” mantra as manager of the 
$5.9 billion FPA New Income fund. The 
bond fund makes a habit of underper- 
forming Barclays Aggregate bond index, 
but importantly, it has never lost money 
in any year since 1984. 
During the global liquidity crisis of 
2008, for example, when the average 
bond fund in its category fell 16.8%, 
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FPA New Income gained 4.3%. In 2013, 
when stocks soared and the Barclays 
bond index declined 2%, the fund had a 
positive total return of 0.67%. This year 
Atteberry’s fund has eked out a 14% re- 
turn. It is well short of the 5.4% gain on 
the Barclays benchmark, but that’s just 
fine by Atteberry. 

Believe it or not, in the current 
bizarro capital markets environment— 
where market panics can move govern- 
ment bond prices 2% in a single trading 
day and where Italy’s sovereign ten-year 
notes offer investors lower yields than 
US. Treasurys—so-called low volatil- 
ity, absolute return funds like FPA New 
Income are institutional investors’ best 
friend. In the first nine months of 2014 
more than $600 million has flowed into 
this paltry performer. 


“There really aren’t a lot of places 
to put money without much risk,” says 
Morningstar analyst Sarah Bush, but in- 
vestors can at least trust that FPA New 
Income will preserve their capital at all 
costs. “For people who can’t stomach 
volatility it’s a strong choice.” 

Indeed in some ways FPA New 
Income is a champion of mediocrity. Its 
focus is on delivering positive absolute 
returns with an overarching goal of out- 
pacing inflation over five-year periods 
by at least 100 basis points. 

But lest you think FPA New Income 
has loaded up on Treasury securities 
or is sitting on a pile of cash, it may 
surprise you to find out that Atteberry’s 
approach to “safe” includes investing 
in seemingly risky assets like subprime 
auto loans and residential mortgage- 
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backed securities. In fact the fund holds 
less than 6% of its assets in government 
bonds and more than 80% in asset- 
backed securities. 

In the area of automobile loans, 
which account for 25% of the fund’s 
portfolio today, many of the loans were 
issued by Utah’s Prestige Financial 
Services, a giant loan provider to the 
customers of auto dealerships, as well 
as the finance arms of automakers like 
Ford and Nissan. Coupon rates on the 
paper range from 24 basis points to 
5.5%. Atteberry’s team scrutinizes the 
loans in each portfolio, visiting lend- 
ers and poring over borrower profiles 
and the specific vehicles in each loan 
pool. Pickup trucks, for example, are a 
problem because they are often used by 
construction businesses or tradesmen 
and experience heavy wear and tear. Ifa 
borrower can’t meet payments and the 
lender has to repossess the vehicle, the 
resale value is less than a typical sedan 
used to drive to an office job. 

A key to Atteberry’s approach, of 
course, is buying at a deep discount to 
asset value. This helps to ensure that 
FPA New Income, which he has man- 
aged since 2004, is covered should 
credits wind up in default. This dedica- 
tion to value investing is a hallmark of 
the Los Angeles-based FPA, which in 
total has some $33 billion in client as- 
sets, including $19 billion in its top-per- 
forming Crescent stock fund. 

Another key to Atteberry’s approach 
is being nimble. To this end the fund 
currently has an average duration of less 
than two years, meaning that most of 
the paper it owns have remaining ma- 
turities under 24 months and thus are 
less likely to suffer if interest rates spike. 
“Tf rates are rising and prices are falling, 
wouldn't it be nice to have my money 
coming back?” Atteberry asks. “We 
don’t know the timing, but we’re confi- 
dent that the yield curve will get flatter. 
We have a portfolio that doesn’t require 
us to sell something to buy.’ FPA will be 
ready when Federal Reserve rate hikes 
prompt a scramble for the exits. 

By now investors have witnessed the 
problems that can result when bond 


investors (think Pimco) become so big 
that it becomes difficult to find invest- 
able bargains. Relatively puny FPA New 
Income is in no danger of this risk, and 
this is clearly Atteberry’s comfort zone. 
Growing up in Cincinnati he played 
center for his undersized high school 
football team. He says that the entire 
offensive line averaged only 185 pounds, 
but despite their diminutive size his 
team lost just three games in four sea- 
sons. “I learned you don’t have to be 

the biggest, if you can be quicker and 
smarter,” he says. 

After high school Atteberry attend- 
ed Texas Christian University in Fort 
Worth, Tex., majoring in business but 
moonlighting as a weekend disc jockey 
playing easy-listening tracks on the over- 
night shift. That prompted dreams of 
being in broadcasting. For five years after 
college he was a salesman for radio sta- 
tion KAMC in Arlington. “The audience 
was small, but it paid the bills,’ he says. 

With the low pay and long hours, 
Atteberry decided a better way to har- 
ness his gift for gab was in stock sales, 





“IF RATES ARE RISING 
AND PRICES FALLING, 
WOULDN'T IT BE NICE 
TO HAVE MY MONEY 
COMING BACK?” 





and this led him to the Dallas office of 
brokerage firm Kidder Peabody. From 
there he jumped to the trust department 
of Missouri’s Mercantile Bank, where 
he got his first exposure to buy-side 
research and investing. By 1990 he was 
working in the trust department of Cin- 
cinnati’s Fifth Third Bancorp. Atteberry, 
then 37, was surrounded by younger col- 
leagues who wanted to be stock pickers 
like star manager Peter Lynch. 
Atteberry’s contrarian instincts drove 
him to the fixed-income side of the busi- 
ness, where he moved from short-term 
credit to municipal bonds, learning ev- 
erything he could on the job about inter- 
est rates and risk. Eventually he rose to 


become Fifth Third’s fixed-income strat- 
egist. Finally, in 1997, Bob Rodriguez of 
the budding Los Angeles asset manage- 
ment advisory FPA lured Atteberry into 
joining at FPA New Income Fund. 

Atteberry and Rodriguez’s tenure 
at FPA has not been without its dif- 
ficulties. The fund was caught with 
a big position in securities originated 
by Indiana’s Conseco, once the largest 
financier of mobile homes, which filed 
for bankruptcy in 2002. Atteberry spent 
nearly a year negotiating a settlement 
on Conseco’s creditors’ committee, giv- 
ing him a front-row seat to the conse- 
quences of miscalculating when lending 
against risky assets. 

“A finance company is a good bank- 
ruptcy to go through,” he says. “You 
need to understand who you’ve lent 
money to, what their behavior is going 
to be and what the collateral is worth.” 

This education proved crucial to 
FPA New Income’s decision to sell all of 
its Alt-A and other subprime residential 
mortgages in 2005, a few years before 
the collapse of the market. 

“People made money before it blew 
up, but it was like musical chairs,” says 
Rodriguez, who fears a similar recipe is 
at work in high-yield bonds today. 

FPA New Income has missed the 
huge rally in junk bonds since 2009, the 
primary reason it returned just 2.9% 
that year compared to 19% for the aver- 
age fund in its category. But missing 
bubbly rallies is par for the course for 
New Income and a big reason why it is 
considered one of the lowest-risk bond 
funds around. As profitmaking parties 
spring up along the fixed-income land- 
scape, FPA sticks to its knitting. 

As for safe-haven Treasurys, Atte- 
berry doesn’t consider them safe at all. 
For him the pitiful yields available are 
ano-fly zone for his fund. He also re- 
fuses to make a directional bet on rates. 
It’s all about avoiding the crowd and 
buying assets at a discount, especially 
when sellers are running for the exits. 
Cautions Atteberry, “There is an illu- 
sion of liquidity out there. It’s making 
things look more attractive than they 
really are.” @ 
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THE MAGIC 
NUMBER 


How many funds should you own in a diversified 
portfolio? A dozen, according to one Utah professor. 


BY LAURA SHIN 


hile teaching family 
finance at Brigham 
Young University, 
Craig Israelsen got a 
question that bugged him: What should 
be in a diversified portfolio? “That’s the 
perfect question,” he says. Except that 
he didn’t have a good answer—or at 
least not one that would make sense to 
and for the average individual investor. 
So in 2008 he came up with his own 
diversification formula, which has been 
catching on with financial planners. 

Israelsen, 55, calls it the 7Twelve 
Portfolio, because it consists of 12 
equal slices of mutual funds drawn 
from seven asset classes (U.S. equity, non-U.S. equity, real 
estate, natural resources, U.S. bonds, non-U.S. bonds and 
cash). The 12 include seven fund types whose perfor- 
mance he could track back to 1970 and which he felt 
had earned a place (U.S. large cap, U.S. small cap, non- 
U.S. stocks, bonds, cash, real estate and commodities). 
Because the world has changed since 1970, he added U.S. 
midcap, emerging markets, natural resources, inflation- 
protected bonds and non-U.S. bond funds. Some asset 
classes are more heavily weighted; three investment 
slices of 8.3% each are from the U.S. equity class. (The 
cash slice is there for liquidity; those with other sources 
of cash can substitute something like managed futures or 
high-yield bonds, Israelsen suggests.) 

So what does owning 12 funds achieve that owning 
one balanced fund doesn’t? From 1999 through Novem- 
ber 2014 the Vanguard Balanced Index fund, which is 
60% U.S. stocks and 40% U.S. bonds, had an average an- 
nual compound return of 5.7%, whereas an index fund 
version of the 7Twelve portfolio returned 7.6%, Israelsen 
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Craig Israelsen: Twelve funds beat one. 


calculates. The main difference, his 
analysis shows, is that the 7Twelve 
portfolio sustained much smaller 
losses in bad years, as a well-diversi- 
fied portfolio theoretically should. 

An obvious question is whether 
Israelsen created 7Twelve simply 
by back-testing which allocation 
performed best in recent years. “If I 
were trying to juice the returns,” he 
answers, “I wouldn’t equally weight.” 
He dismisses the more precise asset 
allocation recommendations some 
robo-advisors produce—for instance 
to keep 0.5% of a portfolio in a par- 
ticular asset class. “What’s that going 
to do? It’s window dressing.” 

What about the varying risk preferences of different 
investors? Israelsen argues that the risk tolerance ques- 
tionnaires in wide use are vague and poor predictors of 
how investors will really react if their investments nose- 
dive. Still, he endorses the “core and explore” approach: 
Use 7Twelve as the diversified core of your portfolio and 
then make personalized picks outside the core. 

Israelsen, now a principal at Target Date Analytics 
(which designs retirement target date funds) and teach- 
ing at Utah Valley University, reports that more than 
1,000 financial advisors have paid for a package to help 
them implement 7Twelve. (Do-it-yourselfers can buy 
guides for $75 that offer suggestions for either index or 
managed funds for each slice.) One enthusiastic planner 
is Lisa Kirchenbauer of Arlington, Va. The 2008 financial 
crisis and the losses clients suffered convinced her they 
needed a more formal diversification model. The virtue 
of 7Twelve, she says, is it’s “simple, easy to get a handle 
on” and can be easily tweaked for each investor. @ 
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MVPS AMONG MLPS 


Master limited partnerships have gone from investor darlings to dogs as 
oil prices have plummeted. But not all pipelines are created equal. 


BY JOHN DOBOSZ 


ore than 2.6 million miles of pipelines criss- 


cross the country carrying oil, natural gas 

and a wide swath of derivative liquids and 

refined products. While oil and gas com- 
panies are often the owners of pipelines, so, too, are many 
individual investors who own interests in master limited 
partnerships. Like real estate investment trusts, MLPs are 
“pass through” entities that pay no tax on profits at the 
corporate level as long as 90% of income is derived from 


qualified natural resource businesses like mining, process- 
ing, refining, transportation and storage. MLP unit holders 
pay tax at their own individual rates on cash distributions, 
most of which are considered return of capital rather than 


profit, thanks to high noncash expenses like depreciation 
and amortization that reduce taxable income. 

Over the past decade the number of energy MLPs has 
more than doubled to 122. Two forces have helped MLPs 
become darlings of income investors. Extremely low inter- 
est rates elevated the appeal of yields that are often 5% and 


higher, while the shale revolution and surge in U.S. oil and gas 


production greatly expanded the need for pipelines, storage 
tanks and other energy infrastructure. 


“T like to call MLPs ‘unfixed income,” says Lowell Miller 


of Miller/Howard Investments, a dividend and income 


investment manager in Woodstock, NY. “You get your distri- 
butions, which are like bond coupons, but unlike with bonds 


they keep on growing.” . 
The success of the MLP industry has opened the 


floodgates to all types of companies using this vehicle, 


from exploration and production to coal mining and 


PRUDENT PIPELINE PLAYS 
THESE FIVE MLPS CAN EASILY WEATHER CRUDE’S RECENT COLLAPSE. 


MARKET 


CAP DISTRIBUTION TOTAL 


TICKER MLP ($BIL) EV/EBITDA 


drilling. “These activities do not share the same sta- 
bility of cash flows you see in midstream businesses 
like pipelines and storage,” says Adam Karpf, portfolio 
manager at Atlantic Trust in New York. 

MLPs have produced stable streams of income as well 
as capital gains over the past ten years. But crude’s fall from 
$107 per barrel in June to below $65 in early December has 
unleashed fears that U.S. oil and gas production will decline 
and put a pinch on pipelines. 

“When you see MLPs down 10% in the span of a few 
days, you have to ask if the fundamentals have deterio- 
rated that far that quickly, and the truth is they have 
not,” says Matt Sallee, portfolio manager at Tortoise 
Capital Advisors, based in Leawood, Kans. 

Indicative of fear-based selling, even pipelines that carry 
natural gas—a commodity that has not suffered the selloff 
that oil has—have been dumped by nervous investors. 

Looking to scoop up some bargains? Experts advise seek- 
ing out MLPs with a long history of rising distributions, pay- 
outs well covered by cash flow, a strong balance sheet and an 
investment-grade credit rating. 

“Credit quality is a very significant and sustainable com- 
petitive advantage,” says Karpf. “When capital markets are 
inhospitable, you need a superior balance sheet and financial 
flexibility to fund growth projects and new projects to drive 
distribution growth.” Two MLPs that fit these criteria are 
Enterprise Products Partners (EPD) and Magellan Midstream 
(MMP). Another, Philadelphia-based Sunoco Logistics (SXL), 
is expected to increase revenue 15% to $22.1 billion in 2015, 
with Ebitda climbing 20%. Distributions this year should grow 
18%. It also enjoys an investment-grade 
credit rating, as does Magellan, which 
owns the longest refined petroleum 
products pipeline system in the U.S. and 
several marine terminals. Regard abnor- 
mally high yields above 8% with skepti- 


1-YEAR 


YIELD RETURN 





ENTERPRISE PRODUCTS PARTNERS $69.9 18.7 
ENERGY TRANSFER PARTNERS 22.8 USS 
MAGELLAN MIDSTREAM PARTNERS 18.4 20.2 
SPECTRA ENERGY PARTNERS 16.3 14.9 
SUNOCO LOGISTICS PARTNERS 10.6 16.0 
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cism, and focus instead on distribution 
coverage and growth. Consistently rising 
distributions and revenues are part of 
the appeal in names like Spectra Energy 
(SEP), Western Gas (WES) and Energy 
Transfer Partners (ETP). @ 


3.9% 26.1% 
6.0 28.2 
3.3: 40.4 
4.3 39.1 
3.2 46.1 
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ess than two years after teetering on 

the brink of an economic meltdown, 

the Mediterranean nation of Cyprus is 
rebounding faster than many had believed 
possible. The resurgence of the island’s 
tourism industry, a revival of entrepreneur- 
ial activity and the first signs of recovery in 
the real-estate market have contributed to 
renewed optimism. 

In March 2013, the country accepted a 
$12.75 billion bailout from the European 
Commission, the European Central Bank 
and the International Monetary Fund (IMF). 
However, it came with conditions attached: 
closure of the country’s second-largest 
bank, and a “bail-in” clause that required 
holders of uninsured deposits in the nation’s 
largest bank to pay for losses incurred. 

President Nicos Anastasiades, who took 
office at the end of February 2013, promised 
that Cyprus would begin “a new era” under 
his administration, completing the austerity 
measures required. 

“The road ahead will be uphill and will 
require stamina, faith in ourselves and 
determination,” Anastasiades admits. “But 
we are confident economic recovery will 
soon materialize.” 
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Moving Forward 


The third-largest island in the Mediter- 
ranean, Cyprus has long been a crossroads 
of civilizations, changing hands among 
empires—Greek, Roman, Byzantine, 
Ottoman and British—until it gained 
independence in 1960. In 1974, a Turkish 
invasion resulted in the occupation of the 
island’s northeastern third, leaving that area 
outside the effective control of the Repub- 
lic of Cyprus. Over the next four decades, 
despite having lost valuable resources and 
infrastructure to that conflict, the Republic 
developed a diversified, service-oriented 
economy with one of the region’s highest 
GDP per capita. 

Today, Cyprus’ strategic location—as a 
bridge between Europe, Africa, Asia and 
the Middle East—and its well-educated, 
multicultural population make it an ideal 
base for doing business with the East and 
the West. Home to fewer than 900,000 
people, the country had a GDP of over 
$21 billion in 2013, according to the Cen- 
tral Bank of Cyprus. The nation joined the 
European Union (EU) in 2004—“our single 
most important achievement since our 
independence,” says its president—and the 
eurozone in 2008. 


Cyprus Section Project Manager: Maria Nadolu | For more information, contact: Gabriel Gutiérrez—g.gutierrez@forbes-cm.com | www.forbescustom.com/economicdevelopment.html 
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The 2011 discovery of significant offshore 
natural gas reserves in Cyprus confirmed 
the U.S. Geological Survey's estimates for 
the country’s potential resources. It also 
boded well for the nation’s prospects as an 
energy producer and as an alternate transit 
route for gas delivery to both Europe and 
Southeast Asia. 

Following visits by James Townsend, 
deputy assistant secretary of defense for 
European and NATO policy, and Amanda 
Sloat, deputy assistant secretary in the 
Bureau of European and Eurasian Affairs, 
U.S. Vice President Joseph Biden traveled 
to Cyprus in May. He was the highest-rank- 
ing U.S. official to have visited the island 
in 50 years. President Anastasiades consid- 
ers the Biden visit “a milestone in our new, 
dynamic and strategic relationship with 
the United States.” 

Speaking to the nation on October 1, 
2014, to celebrate Independence Day, the 
president said: “We are working toward 
transforming Cyprus into a modern, reliable 
European country...that will play a key role 
in the sensitive area of the eastern Mediter- 
ranean and lead the effort for cooperation, 
peace and stability.” 
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IN HIS OWN WORDS: 


President Nicos Anastasiades 


The Road to 
Recovery 


yprus’ return to international bond 

markets in June after a three-year 
absence could not have been better timed, 
in terms of both generating interest and 
indicating investors’ faith in the nation’s 
future. The $957 million five-year bond, 
yielding 4.85%, was oversubscribed, with 
orders worth $2.5 billion pouring in. 

A further confidence boost came this 
October, when Standard & Poor's raised 
Cyprus’ long-term foreign and local cur- 
rency ratings to B+; Fitch Ratings revised 
the country’s outlook to positive; and 
Moody’s upgraded Cyprus’ economy to B3, 
based on better-than-expected economic 
performance as the government stuck to its 
reform agenda. 

“These results have been attained 
through determined implementation of 
the Economic Adjustment Program,” Presi- 
dent Anastasiades says. “The first pillar 
relates to the restructuring and recapital- 
ization of the banking system. Progress so 
far has been quite remarkable, and capital 
controls have been gradually lifted.” 

The other pillars—consolidation of pub- 
lic finances, healthcare and welfare reforms, 


Born near Limassol, Nicos Anastasiades 
studied law in Athens and earned a 
postgraduate degree in maritime law 
in London before returning to work as a 
lawyer in 1972. Elected to the House of 
Representatives in 1981, during his time 
in Parliament he served as the chairman 
of various committees, notably foreign 
affairs and education, and as vice presi- 
dent of the House from 1996 to 2001. He 
also led his party, the conservative Demo- 
cratic Rally, from 1997 to 2013, until he was 
elected as Cyprus’ president. 


EU Membership 

“Accession to the world’s most forward- 
looking, democratic and developed family 
of nations has given us the opportunity, as 
a society as well as a state, to turn our gaze 
outward and enter a process of moderniza- 
tion, competing not just against ourselves, 
but with a union of economically powerful, 
socially responsible states.” 


U.S. Relations 
“One of the priorities of my foreign 


and the privatization of state-owned 
enterprises—are progressing apace. The 
privatization program, unveiled in March, 
aims to raise $1.75 billion in four years by 
selling off stakes in public-sector players 
such as telecom operator CYTA, electric- 
ity producer and distributor EAC, and the 
Cyprus Ports Authority, among others. 

This October, the financial forecasts of 
Finance Minister Harris Georgiades con- 
firmed that Cyprus is on the right path. 
Though the GDP experienced a 7.8% slide 
in the previous two years, he predicts that 
it will contract by less than 3% this year— 
below the IMF’s initial estimate of 4.2%. 
Also, he expects that the fiscal deficit will 
be under the 3% target, and public debt 
should peak at 105% of GDP. 

“It comes down to the resilience of key 
sectors,” Georgiades says. “Tourism, ship- 
ping and professional services, together 
with the up-and-coming energy sector, 
have cushioned the effects of the crisis. We 
have a smaller banking system, but one 
that is better functioning, better capital- 
ized and better managed. | am confident it 
will be able to work through the problem of 
nonperforming loans.” 

Clearly, Cyprus is rapidly recovering its 
reputation among investors. The New York- 
based hedge fund Third Point purchased 


policy has been strategic realignment and 
anchoring in Western security structures 
and institutions. 2014 has been a particu- 
larly important year in Cypriot-American 
relations. We have already been coop- 
erating in the defense arena, working to 
address asymmetric threats like terrorism 
and weapons of mass destruction pro- 
liferation, and guaranteeing Cyprus as a 
predictable and stable partner and the last 
Western outpost in the Near East, doing its 
utmost to advance common goals.” 


Partnership Prospects 

“The United States has been referring to 
Cyprus as a key player in the eastern Medi- 
terranean, transforming the region into a 
new global hub for natural gas markets. 
In that respect, we aim to work intensely 
on the state level, as well as in the private 
sector, where U.S. companies are already 
involved in the hydrocarbon industry, 
to enhance that role and work on the 
exciting project of providing alternative 
energy corridors and creating synergies 
for cooperation.” 








additional bonds in Hellenic Bank in June; 
the European Bank for Reconstruction 
and Development injected $149 million of 
capital into the Bank of Cyprus in July; and 
Wilbur Ross Jr., chairman and CEO of the U.S. 
investment firm WL Ross and Co., pumped 
$500 million into the Bank of Cyprus in 
August to acquire 19% of its shares. 

“Buying the biggest bank in a small coun- 
try is really like buying a warrant on that 
country’s growth,” Ross explains. “Cyprus 
has the most highly educated population 
in the EU and an extremely sophisticated 
business-services sector. Its other big busi- 
ness is tourism, fed by its strategic location, 
climate, beaches and antiquities, and its 
well-developed hotel, restaurant and 
entertainment facilities. Finally, offshore 
gas reserves could transform the economy 
in the longer term.” 

“Our future competitive edge will be 
based on a credible legal and institutional 
framework,” Minister Georgiades agrees. 
“We are creating a transparent fiscal regime, 
simplified administrative procedures, less 
bureaucracy and a hub of know-how and 
expertise offered by our highly skilled local 
workforce.” 


3 PROMOTION | ECONOMIC DEVELOPMENT 


INVESTOR WATCH: 
Trends and 
Opportunities 


Pate ore is an optimal location for 
foreign investment and business,” 
says President Anastasiades as he ticks off 
the country’s strategic location, preferen- 
tial access to EU markets, well-developed 
infrastructure, harmonized tax and legal 
systems, qualified and professional work- 
force and “enviable quality of life,” among 
other advantages. 

The country has a very competitive fis- 
cal framework, with low taxes and over 50 
double-taxation treaties in force, and a raft 
of investment initiatives to make foreign 
entrepreneurs, especially those from the 
U.S., feel right at home. 

“Cyprus has long been an established 
destination for U.S. investors,” confirms Cha- 
ris Papacharalambous, the director general 
of Cyprus Invest. “FDI stock inflows from the 
U.S. reached $4.1 billion in 2012. Growth 
sectors for North American multinationals 
include ICT, pharmaceuticals, professional 
services and energy.” 

Energy holds particular interest for U.S. 
players. A major factor in that attraction is 
the potential of the Aphrodite field, esti- 
mated to contain 5 trillion cubic feet of gas 
in just one field, that was discovered by 
Texas-based Noble Energy in 2011. Noble 
was the first international oil company (IOC) 
to drill in Cyprus’ Exclusive Economic Zone 
after winning the concession in 2008. Italy's 
Eni, France's Total, and South Korea's KOGAS 
have joined Noble in the exploration of five 
offshore blocks. Halliburton and Schlum- 
berger, the world’s largest oilfield services 
companies, have also chosen to set up shop 
in Cyprus. In the next 12 months, all eyes will 
be on Eni’s ongoing drilling program. 

“Prospects appear very promising, as 
exploration activities of our licensees have 
intensified,” says Yiorgos Lakkotrypis, 
Cyprus’ minister of energy, commerce, 
industry and tourism. “We have put together 
a strategic monetization plan, examining 
all our export options in parallel to ongo- 
ing exploration in six licensed blocks. We 
are taking steps toward implementation of 
the optimum option, including an onshore 
liquefaction plant.” 

At the same time, the minister explains, 
the repositioning and development of exist- 
ing productive sectors, in conjunction with 





structural reforms across the economy, aim 
to make Cyprus even more attractive as an 
investment destination: “Building on unique 
clusters of expertise in various industry seg- 
ments, we are turning our current economic 
challenges into an opportunity to further 
enhance our country’s competitiveness and 
established reputation as a center of excel- 
lence for international business activities,” 
Lakkotrypis explains. 

Cyprus is the second-largest ship- 
management center worldwide and has the 
tenth-largest merchant fleet under its flag, 
accounting for 25% of vessels registered in 
the EU. In effect, it also operates the only 
EU-approved open registry in the union. In 
addition, it boasts a very competitive fiscal 
framework, with no taxes on shipping activ- 
ities other than its tonnage tax—meaning 
there’s no tax on profits, no tax on dividends 
and no capital gains tax. Little wonder, then, 
that shipping is a big business for Cyprus, 
accounting for 7% of its GDP. 

Demand from the financial and maritime 
industries over the last three decades has 
fostered the rise of a sizable professional- 
services sector, leveraging homegrown 
expertise in accountancy and law, along 
with the island’s strategic location and EU 
membership, to tap into Middle Eastern 
and African markets. “As the European 
regulatory landscape continues to change, 
professional services will continue to play 
a pivotal role by providing quality services 
and driving the economy,” Papacharalam- 
bous says. 

Cyprus Invest has identified no fewer than 
28 large-scale projects ripe for investment 
across the economy. These projects encom- 
pass private-sector power generation and 
manufacturing, medical centers and well- 
ness resorts, and commercial, residential 
and tourism-oriented real-estate develop- 
ments, designed to bolster another of the 
island’s major income earners: tourism. 

“Cyprus has reached a stage of maturity 
where foreign investment can prove benefi- 
cial for both investor and destination,” says 
Angelos Loizou, the chairman of the Cyprus 
Tourism Organisation. “We are reaching 
across borders, seeking capital investment 
in integrated resorts, luxury marinas, golf 
courses and tourist-related infrastructure. 
These are projects that can enhance the 
experience Cyprus offers.” 

The government has given high priority 
to the licensing of a world-class casino, set 
to become the largest integrated resort in 
Europe, the Middle East and North Africa. 


Industry majors have expressed significant 
interest in this investment opportunity, 
raising expectations for a successful tender 
process, which should be completed before 
the end of 2015. 

After a tough couple of years for the 
global tourism industry, 2014 looks much 
more promising for Cyprus: “The sector has 
been performing very well,” Loizou notes. 
“January to September registered a 3% 
increase in arrivals compared to 2013. Reve- 
nue was up by 3% as well, with double-digit 
increases in the second quarter, followed by 
a drop in July and August. For the whole of 
2014, arrivals figures are expected to match 
those of 2012 (2,465,000), while revenue is 
expected to surpass the $2.8 billion mark.” 


The Best Is Still to Come 

Cyprus’ natural landscape encompasses 
pine-forested mountains, rolling hills, lush 
river valleys, fertile plains and a coastline 
that boasts picture-postcard beaches. Add 
to that year-round sunshine, the Cypriots’ 
warm hospitality and the fact that every- 
body speaks English, and you have a perfect 
vacation destination. 

Its 10,000 years of history make Cyprus 
a unique open-air museum, with prehis- 
toric settlements, Greek temples, Roman 
theaters, Christian basilicas, Byzantine 
monasteries, Crusaders’ castles, Gothic 
cathedrals, Venetian fortifications, Muslim 
mosques and British colonial buildings, all 
in a nation that’s less than 120 miles across 
at its widest point. 

As the country emerges from recession, 
there has probably never been a better time 
to invest in its tourism industry. Says Papach- 
aralambous: “Timing is everything. We are 
on the curve of recovery, and the best is still 
to come, with vast potential for visionary 
decision makers who are ready to invest in 
new opportunities and the mid- to long- 
term prospects of the economy as a whole.” 

Improving accessibility from key markets 
and overcoming the limitations of season- 
ality are priorities. A targeted Open Skies 
approach, with efforts to increase tour- 
operator and airline programs, is paying 
off with new routes. In 2014, seat capacity 
rose 7% over 2013, in line with the pro- 
jected increase in arrivals, and promotion 
overseas has focused on the value aspect 
of travel in Cyprus. 

High-quality infrastructure initiatives have 
lifted Cyprus’ tourism product to a new level. 
New marinas will bolster nautical tourism, 
with Limassol Marina already completed. In 





addition, a strategic investor in Ayia Napa is 
currently obtaining the permits and interna- 
tional tender necessary to launch Paralimni 
Marina. The government also has approved 
a new golf course for Ayia Napa, and the 
Paphos course has been updated. 

Cyprus has also developed a framework 
for mixed tourism developments in hotels, 
has introduced incentives to upgrade exist- 
ing hotels, and is implementing a plan to 
encourage investment in modernizing 
tourism products. 

“Cyprus is at a critical juncture in its devel- 
opment,” Minister Lakkotrypis concludes. 
“We are seeking investment and invite the 
international community to view us as an 
epicenter of new ventures. As a services- 
based economy, Cyprus is designed to offer 
ease of doing business and cater to the 
needs of businesses wishing to expand and 
operate in the EU, the Caucasus and Eastern 
Europe, the Middle East, Africa and Asia. In 
this respect, Cyprus can be a valuable ally to 
American enterprises.” 


On the Way to Profitability 

Cyprus was the fifth EU member to need a 
bailout, but the only state obliged to trans- 
form the deposits in its banks into shares 
as a means of recapitalization. The bail-in 
reduced existing shareholdings to cents on 
the dollar, and customers who held unin- 
sured savings of over €100,000 ($123,900 
at current exchange rates) watched pow- 
erlessly as just 47.5% of their deposits 
converted into equity. 

At the Troika’s insistence, the number- 
one lender, the Bank of Cyprus, absorbed 
the second-largest institution, Cyprus 
Popular Bank, better known as Laiki. Faced 
with a massive portfolio of bad loans and 
a severe dent in consumer confidence, the 
Bank of Cyprus is now selling assets and 
cutting branch and personnel costs, hav- 
ing received a $1 billion capital injection in 
August after posting two consecutive quar- 
ters back in the black this year. 

This October, the European Central Bank 
(ECB) conducted stress tests on four local 
banks—the Bank of Cyprus, the Cooperative 
Central Bank, the Hellenic Bank and the RCB 
Bank. Three passed, with only the Hellenic 
Bank requiring a capital injection. This was 
announced prior to the release of the results, 
before all eurozone banks came under ECB 
supervision in November. “It is our single 
greatest achievement since March 2013,” 
Finance Minister Harris Georgiades declared. 
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O&A with 


John Hourican, 
Group CEO, Bank of Cyprus 


Appointed as the group CEO of the Bank 
of Cyprus in October 2013, John Houri- 
can was formerly responsible for turning 
around the Royal Bank of Scotland’s 
investment banking arm, where he took 
charge following the UK government’s 
$32 billion bailout in October 2008. In an 
exclusive interview, he talked about the 
challenges the Bank of Cyprus still faces 
and what he is doing to bring about a 
change in its fortunes. 


After fixing RBS, many see you asa 
“company doctor.” What are the com- 
plexities of the Bank of Cyprus case? 


It was complicated by a number of fac- 
tors. The country was bailed out under 
a program with extremely tough condi- 
tions, including the bail-in of depositors. 
The banking system suffered a very 
significant shock in confidence. The 
introduction of capital controls and 
subsequent very high levels of nonper- 
formance and illiquidity present a set of 
unique additional challenges. 


The difference between the Cypriot 
bailout and others in the eurozone 
is that depositors in Bank of Cyprus 
had to pay for it from their own 
funds. What is your perspective on 
such an experiment? 


What's done is done. It was extremely 
unfortunate such an experiment was 


carried out on the largest financial 
institution in one of Europe’s smallest 
economies. The removal of confidence 
from a banking system and the dam- 
age done will take some time to recover 
[from]. We have been taking deliberate 
positive steps and slowly demonstrat- 
ing a path back to financial strength. The 
bail-in was very draconian, and it is a tes- 
tament to the people of Cyprus and its 
government that they now have visibility 
on recovery. 


At the end of August, you oversaw 
an increase in share capital of $1.28 
billion—a “page-turning” eventin 
the evolution of the bank, you said. 
What is the next page about? 


Strong foundations build strong institu- 
tions. The raising of our capital levels to 
nearly 16% Common Equity Tier 1 (CET 1) 
was an essential step to allow us to con- 
fidently ask the Cypriot consumer and 
business community to begin to normal- 
ize their arrangements with us. We have 
moved the debate from survival to value. 
The journey back to strength is now well 
under way. We must make more progress 
in tackling the high level of nonperfor- 
mance in our Cyprus loan book and 
continue to normalize our funding by 
accessing capital markets and attracting 
deposit volumes. 


What three investment ideas do you 
have when looking at the Cyprus 
financial market in 2015? 


The Bank of Cyprus, of course: We believe 
the company has a clear strategy and 
a defined path back to value. Other 
investment ideas revolve in the near 
term around tourism. Provided the gov- 
ernment puts in place the urgent and 
essential incentives to increase air-traffic 
flows, tourism assets—and property, 
which has been falling [in value] for six 
years—will be increasingly valuable and 
productive. This will have to be supported 
by clear and targeted government policy. 


How does it feel to be an Irishman in 
Nicosia? 


It is a very welcoming place. People are 
family-oriented and engaging. Nicosia is 
a good place to live. | will have lifelong 
friends in Cyprus. 
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TOAST THE NEW YEAR WITH 


DIVIDEND STOCKS 


NO, IT’S NOT the parties for host- 
ing or the marshmallows for toast- 
ing or caroling out in the snow. Nor 
is it the scary ghost stories or tales of 
| the glories of Christmases long, long 
| ago. With apologies to the late Andy 
Williams, it’s the most wonderful 

| time of the year because the calendar 
last month rolled over to November, 
marking the start of the seasonally 
favorable period in which stocks his- 
torically have enjoyed terrific perfor- 
mance. And this holiday season, with the major-market averages at 
record highs, I believe that undervalued dividend-paying stocks will 
be the most memorable—and ultimately profitable—presents found 
under the tree. 

There are never any guarantees, as was seen from 2007-09, but 
value-priced dividend payers have enjoyed particularly strong per- 
formance from Halloween until May Day. In fact, the model portfo- 
lios in my newsletter have appreciated in 22 out of 24 such periods 
dating back to 1990, with an average gain of more than 21% for the 
six-month span. Meanwhile, numbers crunched by esteemed pro- 
fessors Eugene Fama and Kenneth French going back to 1928 also 
confirm the significant outperformance of stocks in general—be 
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they value, growth, dividend payers or nondividend payers—during 
this stretch. 

Adding to the holiday cheer, in 2015 we are heading into the sta- 
tistically favorable third year of the four-year presidential cycle. The 
data are limited, but historically speaking two-year periods in which 
you see a Democrat in the White House and the GOP holding forth 
in Congress also have been quite lucrative for the equity markets. 

Dividend payouts have been on the rise this year as corporate 
balance sheets and income statements, on average, are in terrific 
shape, equity valuations are reasonable in the context of the con- 
tinued low-interest-rate environment, and domestic economic data 
have been better than many had expected. Indeed, third-quarter 
profit reports for U.S. companies came in surprisingly strong com- 
pared to analysts’ projections, and the Federal Reserve remains 
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158 | FORBES DECEMBER 29, 2014 


friendly, from an interest rate perspective. 

Considering that the yield on the ten-year 
U.S. Treasury is just 2.3%, I think dividend 
stocks that sell at relatively low prices are 
the way to go. 

There are currently five on the top of my 
buy list: commodities titan FREEPORT-MCMORAN 
(FCX, 26), industrial conglomerate GENERAL ELEC- 
TRIC (GE, 26), regional home builder mpc HOLDINGS 
(MDC, 26), financial services giant PRUDENTIAL 
(PRU, 88) and French pharmaceutical giant 
SANOFI (SNY, 47). 

Each of these boasts an inexpensive 
fundamental valuation relative to the S&P 
500 and to where it has traded historically, 
while also offering a generous dividend 
yield that ranges from 2.5% for Prudential 
to 4.7% for Freeport. In addition, given fears 
that many investors have about the major 
market averages trading near alltime highs, 
folks may take some comfort in the fact that 
all five of these selections are actually down 
in 2014. 

Some, like Freeport-McMoRan and Gen- 
eral Electric, are suffering from the drop 
in commodity prices. Others, like Sanofi, a 
globally dominant maker of vaccines and di- 
abetes drugs, have undergone management 
turmoil in a difficult economic environment. 

While the herd likes to chase stocks that 
have performed well, I am of the mind that 
long-term-oriented investors should be 
looking to plant new seeds in fields where 
few farmers are sowing: Areas exposed to 
commodities or to the lackluster European 
economy or sectors perceived to be at risk 
should interest rates move higher are three 
such examples. The rationale is that a sig- 
nificant amount of additional bad news is 
often priced in, meaning that one does not 
necessarily need a rebound in the price of 
the commodity, a resumption of significant 
economic growth or a downturn in interest 
rates to see sizable capital appreciation over 
the long term. @ 


THOMAS KUHLENBECK FOR FORBES 











Photograph by Richard Foulser 





WWW.FEEDPROJECTS.COM 
Creating good products that help FEED the world. 





WILLIAM BALDWIN // INVESTMENT STRATEGIES 





SIX ROTTEN STOCKS TO BUY 


AN INVESTOR'S first instinct is to 
prefer successful companies. The boss 
is revered, the stock is a rocket. Gener- 
al Electric was, in Jack Welch’s heyday, 
a prime example. 

I have a contrary strategy: Buy 
shares of crappy companies. Look 
for a business whose stock has gone 
nowhere and whose corner office is 
covered with a thick layer of dust. 

If you buy cheaply and patiently, 
you could get a nice windfall via a 
takeover. Even without such a rescue you could see a decent return. 
Perhaps the third-rate management gets replaced with second-rate 
management. 

Canadian Pacific was a mediocre railroad when a fund run by 
William Ackman acquired a position. Ackman is a hands-on inves- 
tor—perhaps we should say, hands-on-throat. He got the chief exec- 
utive axed. In the three years since Ackman started making a stink, 
the stock has tripled. 

I have a little list of companies that could benefit from some 
cage-rattling. Over the past decade their stocks have, according to 
Morningstar’s calculation of total return, lagged both the market 
and the average for industry peers. They have underexploited assets 
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and complacent managers. 

SCHOLASTIC (SCHL, 35) has a commanding presence in publishing for 
young readers, both in and out of schoolrooms. When you look at 
its bottom line, though, what you see is what could have been. As 
publisher of the Harry Potter and Hunger Games novels, it could have 
had a nice piece of the movies. Somehow those opportunities slipped 
between its fingers. Instead it sank money into a movie based on an- 
other children’s fantasy series. The Golden Compass came out in 2007, 
and we're still waiting for the sequel. 

Scholastic Chief Executive Richard Robinson has been with the 
company (which his father founded) since 1962. He has a good grip 
on his job, what with supervoting shares that give Robinson heirs 
control of the board. But maybe his relatives, or an outside investor, 
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could persuade him that everyone would be 
enriched if he moved on. 

TOOTSIE ROLL INDUSTRIES (TR, 29) is sitting on 
valuable candy brands, including Junior 
Mints and Charms. For the past half-century 
Melvin Gordon has been firmly in control. 
Someone might delicately suggest that it’s 
not too soon for him to retire (age in last 
proxy: 94). 

Jeffrey Immelt, the distinguished chief 
exec of GENERAL ELECTRIC, is in demand as a 
commencement speaker. Perhaps he could do 
that full-time? During his tenure the com- 
pany (GE, 26) has gone from Wall Street darling 
to dead money. A new manager wouldn’t 
hesitate to disassemble this murky conglom- 
erate. Broken up, the outfit might be worth 
50% more. 

Over the past decade STAPLES (SPLS, 14) has 
delivered a compound annual return of -2%, 
ten points behind the S&P 500. Ronald Sar- 
gent has been running the company since 
2002. He could say that he was dealt a bad 
hand: It’s hard to sell file folders when the 
folders are moving to the cloud. Still, for his 
pay ($10.8 million) you could attract some 
real talent. 

VALLEY NATIONAL BANCORP (VLY, 9.8) is a nonper- 
forming bank stock. It has plenty of com- 
pany, to be sure. At a big bank, though, weak 
results are likely to create some pressure for 
anew management team. At this $18 billion 
outfit they are overlooked. The boss, Ger- 
ald Lipkin, has had a quarter of a century to 
prove himself. He should give someone else 
a chance. 

TELEPHONE & DATA SYSTEMS (TDS, 25) Owns valu- 
able cellular assets. It is, like Scholastic, 

a family affair. Chairman emeritus LeRoy 
Carlson founded it in 1969 and handed the 
reins to son LeRoy Jr. in 1986. Four Carl- 
sons are among the directors. Here, there is 
already an outside investor, Mario Gabelli, 
agitating for change. Maybe he can engineer 
a liquidation. 
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n the following pages, you will read Hinkson Financial Services 

about some of the most experienced and hinksonfinancialservices.com 
trusted financial firms throughout Michigan. 
Whatever your short- or long-term goals, the 
right financial professional can help you turn 


Wealth Trac Financial Group 
WealthTracFinancial.com 


your dreams into reality, while taking steps Veltman Investment Management 
to help protect you and your family from the Raymond James Financial Services, Inc. 
unexpected and transfer your wealth to the veltmaninvestments.com 


next generation according to your wishes. 
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A Customized Approach to 
Wealth Management 


retiring auto 

worker, in poor 

health, 1s offered a 
choice: keep his pension or 
accept a $700,000 buyout. 
Greg Hinkson, CFP®, 
advises the client to take 
the lump sum. With proper 
planning, it can provide the 
client and his wife a comfort- 
able income and leave 
an inheritance for their 
children and grandchildren. 

Another couple faces a 
similar choice. The $500,000 
lump sum they are offered is tempting, but 
Hinkson advises them to keep their $50,000 
annual pension because the lump sum ts 
unlikely to generate the same level of income. 
As companies increasingly offer 

lump sum pension buyouts, retirees 
are seeking objective advice. They have 
found that at Hinkson Financial Services 
(HFS) in Troy, Michigan, where Greg 
Hinkson and partner Adam Miller, 
AIF®, work with clients at all levels of the 
financial spectrum, helping them plan for 
a worry-free retirement. 





Hinkson Financial Services 





“We have found that patience, coupled with a diversified portfolio, is the key 
to success,” says Greg Hinkson (center), CFP®, President and CEO, with 
Adam Miller, AIF®, and Paula Kambeitz. 


“People don’t retire on a lump sum, 
they retire on the income the lump sum 
can provide,” Hinkson says. 


Detroit’s Bankruptcy: 
A Valuable Lesson 

When it comes to wealth planning in 
today’s chaotic economic climate, relying 
on an experienced financial professional 
is more important than ever. Case in 
point: the city of Detroit’s recent bank- 
ruptcy filing that left thousands of city 
workers and retirees facing tremendous 
pension losses. 

“It’s shocking that city pensions 
were not guaranteed,” Miller says. “The 
city’s bankruptcy has awakened people to 
the importance of making sure they have 
their own income backups in place, and 


don’t just depend on the government or 





their employer for retire- 
ment income.” 

With over $120 million 
in total client assets and 
clients in 27 states*, HFS 
has helped individuals 
and families make sound 
financial decisions and plan 
for the future for over two 
decades. Through bull and 
bear markets, its diversi- 
fied approach to investing 
has been time-tested and 
benefitted its clients. As an 
independent, primarily fee- 
based firm*, HFS is free to recommend 
products and strategies it believes to be in 
each client’s best interest. 


Portfolio Management 
Retirement Planning 
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Estate Planning 

Insurance Planning 


Long-Term Care Insurance 
Small-Business Retirement Plans 
A01(k) Plans 





“Our philosophy is Diversify and 
Think Long Term,” Hinkson says. 
“That’s not very popular these days, but 
we don’t believe in having a knee-jerk 
reaction every time the market goes up 
or down. We have found that patience, 
coupled with a diversified portfolio, is 
the key to success.” 


700 E. Big Beaver, Suite A | Troy, MI 48083 | 248.740.2600 


hinksonfinancialservices.com 


*Securities and Advisory Services offered through Commonwealth Financial Network®, Member FINRA/SIPC, a Registered Investment Adviser. 
Fixed Insurance products and services offered by Hinkson Financial Services. 
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Diversification does not assure a profit or protect against loss in declining markets, and diversification cannot guarantee that any objective or goal will be achieved. 
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Independence, Understanding, Education 
Equal Solid Financial Guidance 


urt Fillmore and 

Josh Alpert had 

had enough. 

Fillmore and Alpert left 

Big-Financial-Firm life to 
do something they felt was 
better: to run a small, inde- 
pendent financial advisory 
dedicated to each client. 
Dedication means learning 
all about the individuals 
and families they serve, 
providing solid guidance 
and education, and making 
recommendations without limitation, 
based only on clients’ needs — not what 
the Big Firm needed to sell. 


“We zero in on the client’s 
goals a nd find the best way 
to realize them.” 


— Kurt Fillmore. President 


“That’s very important to us,” 
says Fillmore, President of Wealth Trac 
Financial Group. “That we have com- 
plete freedom to offer any investment to 
clients. We zero in on the client’s goals 
and find the best way to realize them.” 
When meeting with new or prospec- 
tive clients, the advisors take the time 
to get to know them, their goals, their 
current situation. Analysis of their invest- 
ments reveals positives and negatives, ~ 






Wealth Trac Financial Group 





often including hidden fees investors 


didn’t know they were paying. From this 
background work, Wealth Trac Financial 
develops a comprehensive plan. 


Education — and True Diversification 

Education is a key component of 
the firm’s service, says Alpert, CEO. It’s 
important for clients to understand their 
investments, and the practice strives to 
convert confusion to clarity, complicated 
concepts to effective decisions. 

Wealth Trac Financial works to 
bring diversification to clients’ portfolios. 
Investments may include exchange traded 
funds, individual stocks, and alternatives, 
including annuities and options. Fillmore 
says, “A lot of people think, ‘Oh, I have 
stocks and bonds, so I’m diversified.’ And 
they’re not. There’s a lot more to it than 


that. We want to make sure that 
youre getting multiple different 
investment types.” 

The practice creates 
customized strategies — 
including working with 
attorneys and accountants to 
shape clients’ estate plans - 
and pulls it all together in one 
easy-to-reference place. The 
plan is tailored to meet clients’ 
individual needs, and it comes 
complete with written com- 
munications to their children. 


From Accumulation to Distribution 

One essential point Wealth Trac 
Financial emphasizes is the difference 
between the accumulation phase and the 
distribution and preservation phases: 
now that clients have built their wealth, 
how they’ll withdraw and enjoy their 
money. “That can be challenging,” 
Fillmore says. “We help people under- 
stand how important that is, that they — 
make that switch.” 

Everything begins with under- 
standing the client. Fillmore says that’s 
the foundation for helping people make 
important financial decisions with 
confidence. “It’s our responsibility to 
thoroughly understand your goals and 
dreams. And it’s our responsibility to 
leverage our knowledge and experience 
to help you realize them.” 


WEALTH TRAC 
( FINANCIAL 


24725 West Twelve Mile Road, Suite 110 | Southfield, MI 48034 | 888-519-9614 | WealthTracFinancial.com | info@WealthTracFinancial.com 


Investment advisory services offered through CoreCap Advisors, Inc., a federally registere 
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Clients’ Needs Always Come First 


Veltman Investment Management 


t means something 

when your name is 

on the door. A higher 
level of accountability. 
More freedom and more 
responsibility. 

“Tt means I have the 
ability to put my clients’ 
needs first and to choose 
investments based solely 
on their needs,” says Paul 
Veltman, founder and 
president of Veltman 
Investment Management, 
in Grand Rapids, 
Michigan. “It means I can 
spend as much time with 
my clients as necessary to 
do the best possible job for them.” 

Veltman founded the practice 25 
years ago, after four years with a major 
wire house. “I often felt they were more 
interested in their profits than in taking 
care of their clients,” he recalls. 

Veltman Investment Management, 
in contrast, is not beholden to anyone 
except its clients. As an independent 
firm, with advisors who are affiliated 
with Raymond James, it has access to 
the full universe of investment options, 
without being prodded to sell propri- 
etary products. 


Focus on Risk Management 
Veltman started the firm with a 
simple vision: to offer excellent personal 

service and financial counsel with the 
highest level of integrity. Veltman 
Investment Management grew steadily, 


Left to right: Anne Bruinooge (not affiliated with RJFS), Carol Thran, 
Linda Westbrook, Christopher Decker, Theresa Berry (not affiliated with RJFS), 





Scott Veltman, Bryan Ridgeway and: Paul Veltman 


Family Affair and Long Time 
Staff Members 


Paul Veltman helps many individuals enjoy a 
confident retirement. Now he’s looking ahead 
to his own retirement in a few years, while 
taking steps to ensure the practice passes 
into the best possible hands. He is personally 
readying the next generation of financial 
advisors, including his son, Scott Veltman, 
and his son-in-law, Bryan Ridgeway. Scott 
has been with the practice for 20 years, 
Bryan, for 17 years, and Linda Westbrook, 
co-branch manager and operations manager, 
for 25 years. “| have complete confidence 

in their ability to meet our clients’ needs for 
many years to come,” Paul says. 


Veltman is a member of the Raymond James 
Chairman’s Council. He’s won the award 
20 of the 25 years that it’s been offered. 
Membership is based on prior fiscal year pro- 
duction. Requalification is required annually. 





largely through word- 
of-mouth referrals, and 
continues to attract new 
business. Today, it serves a 
multigenerational clientele, 
focusing primarily on 

the needs of retirees and 
pre-retirees. 

In Veltman’s experi- 
ence, it takes time to get to 
know a client and gain an 
in-depth understanding 
of his or her goals, needs 
and risk tolerance. But 
it’s time well spent. “We 
work closely with clients 
to figure out what they 
think they can live on, with 
realistic assumptions based on their as- 
sets,” he explains. Many clients initially 
come to the firm for help in rolling over 
an IRA or a 401(k) plan; most become 
clients for life and, often, good friends 
with Veltman and other team members. 

The firm’s investment philosophy is 
fairly conservative, emphasizing prudent 
sound growth and managing the risk. 
“It takes a lot of money to retire these 
days, given today’s low interest rates, so 
you don’t want to take too much risk,” 
Veltman says. “If you’ve worked and 
saved for 40 years, you can’t afford to 
lose half of your portfolio.” 

Veltman says it was never his goal 
to create the biggest financial services 
firm. “But we do strive to be the best. We 
work hard to help our clients achieve and 
maintain financial independence. To see 
that happen is extremely rewarding.” 


741 East Beltline Avenue NE | Grand Rapids, MI 49525 | 616-774-2281 | veltmaninvestments.com 


Securities offered through Raymond James Financial Services, Inc., Member FINRA/SIPC 
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MARC GERSTEIN // SCREEN TEST 





SHOWING SOME LOVE 
FOR MOMENTUM 


RUNNING WITH THE HERD. Buy 
high and sell higher. Listening to Mr. 
Market. The trend is your friend. 
There are many euphemisms for 
momentum investing: buying past 
winners under the assumption they’ll 
continue to win in the future. High- 
brows thumb their noses at such sup- 
posed nonsense, and so, too, do many 
market practitioners. The scorn is so 
widespread that four prominent aca- 
demicians and practitioners, Clifford 
Asness, Andrea Frazzini, Ronen Israel and Tobias J. Moskowitz, felt a 
need to defend the practice in a recent article in the Journal of Portfo- 
lio Management entitled “Fact, Fiction and Momentum Investing.” 
Speaking for myself, I wouldn’t go so far as to suggest you simply 
pick names out of a list of recent top performers. But the screening 
and testing I did on Portfoliol23 showed that momentum can en- 
hance an otherwise sound strategy. First I built a simple value-quality 
model by screening among a universe that approximated the Russell 
3000 and selecting from among those stocks that fall into the low- 
est (best) 25% in the ratio of enterprise value to sales. From among 
these I chose the ten names that rated highest under a quality rank- 
ing system based on return on capital, margin, turnover and financial 
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strength. A ten-year back-test, based on the assumption that the port- 
folio was refreshed every four weeks and had a 0.25% price slippage 
per transaction, showed an average annual return of 15.6%, versus 8% 
for the iShares Russell 3000 ETF. Nice! But we should be able to do 
better factoring in momentum. 

In a 2000 study based on data from 1965-95, Charles M.C. Lee 
and Bhaskaran Swaminathan showed that momentum strategies 
can be enhanced by also emphasizing low volume (dollar amount of 
shares traded relative to market cap). I brought these ideas into my 
value-quality screen by limiting consideration to stocks that ranked 
in the lowest 25% in terms of volume as defined above and the 
highest 25% in terms of momentum, which, following on an earlier 
Asness study, I defined as average monthly return of the past year 
excluding the most recent month. The ten-year back-tested annual 
MARC GERSTEIN IS EDITOR OF FORBES LOW-PRICED STOCK REPORT, RESEARCH DIRECTOR AT 


PORTFOLIO123 AND AUTHOR OF SCREENING THE MARKET (WILEY, 2002). FOR MORE FROM GERSTEIN 
GO TO WWW.FORBES.COM/GERSTEIN. 


return rose to 20.34%. 

Here are some stocks from that screen. 

FARMER BROTHERS (FARM, 28) is a producer and 
wholesaler of coffee to food service outfits 
and independent coffee shops, as well as for 
private-label brand retailers. The company 
has a checkered past, but management is now 
making more effective use of longer-term de- 
rivatives to mitigate the impact of wild coffee 
bean price swings, improving operating ef- 
ficiency and positioning its own brand in the 
gourmet coffee market. 

If you own CVS HEALTH (CVS, 90), be ever-ready 
for periodic pesky irritants such as angst 
over how this year’s flu season will compare 
with last year’s, what medications are going 
generic, how many people are changing 
health plans or, more recently, the hit “front 
of store” comps are taking as a result of CVS’ 
decision to stop selling tobacco products. 
And of course there’s ObamaCare. I prefer to 
think about big-picture issues, such as gains 
in the number of older and insured people, 
growth in CVS’ pharmacy-benefits manage- 
ment business, including its increased pres- 
ence in specialty pharmacy, and an intrigu- 
ing wild card: CVS’ MinuteClinics. CVS is — 
rewarding shareholders with a growing divi- 
dend stream (up 29% a year on average Over 
the past five years) and stock buybacks. 

JOHN B. SANFILIPPO & SON (JBSS, 43) is a lead- 
ing domestic processor and distributor of 
peanuts, cashews, almonds and so forth. 
Thoughts that the ticker ought to be z-z-z-z-z 
might be why the stock is covered by only one 
analyst and why it’s modestly valued relative 
to food-product peers. Nuts and nut-based 
snack items are becoming more popular in 
our health-conscious society. Also, JBSS is 
putting more effort into developing and pro- 
moting its Fisher and Orchard Valley Harvest 
brands, as well as international expansion. It 
also likes to reward shareholders with special 
cash dividends and has done so for the last 
three years. Q 
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TAXES AND ESTATES 


to cash out, without Uncle Sam cashing in? 





BY WILLIAM BALDWIN 


SPEND TO THE 
END, SMARTLY 


Which assets should retirees dip into first when they want 


Assumption: In retirement you have a grand assortment of assets that can be used to 
cover your living expenses—stocks, bonds, taxable IRAs, Roth accounts, investment 
partnerships, the gold coins hidden in the basement and maybe a Picasso or two on 


the wall. What should go first? 


Our ranking begins with something so in need of liquidation that you should get 
rid of it yesterday. It ends with a precious tax dodge that you should be clutching as 


you slip into the grave. 





1. Depreciated securities 
You bought, let us say, BlackBerry © 
shares in 2008. Your $75,000 invest- (Loy 
ment is now worth $10,000, and you rer 
are reluctant to sell because that would 
mean admitting a mistake. 

Sell and you’ll have a $65,000 loss 
that can absorb capital gains and even 
(to a limited extent) ordinary income. If, on the other 
hand, you can’t overcome your neuroticism, you are likely 
to make the IRS better off. That’s because unrealized 
capital losses vanish on your death. 

Let’s say you sell and use up $20,000 of the capital loss 
before you walk into an open manhole. Capital-loss carry- 
forwards also expire with you, but there’s an escape hatch 
for married decedents, says John Scroggin, a Roswell, Ga. 
estate lawyer. Your widow(er) can use the loss on a final 
joint return. She or he would sell appreciated securities 
with $45,000 of gain to use up your loss carryforward. 


ee 
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2. Cash 


Commonly offered advice is to @ 


co) 
ear 


have cash on hand to pay all bills 
for the next year or two. This is 
poppycock. You don’t need cash— @ 
you need liquidity. 

You can get liquidity from a 
fully invested brokerage account. 
Sales are settled in three business days, and if you 
need cash sooner you can take out a margin loan. 
Your brokerage account should have a hot link to your 
checking account. Once this is in place you can burn 
through your cash, except for what you need to keep 
your checks from bouncing. 

What of the “risk that you will be forced to sell 
at a market bottom”? Well, that’s a risk, but what of 
the risk that staying invested will force you to sell at 
a market top? Isn’t it just as likely your stocks and 
bonds will go up as go down over the next 18 months? 








3. Bonds 


If you have some in 

a taxable broker- @ Ae 
age account, they @60 
should probably © 

be near the top 

of your list for 


liquidation. That’s 
because they probably don’t have much 
of a capital gain built in. 

This doesn’t mean oldsters should 
be 100% in equities. They should own 
plenty of bonds, but those bonds should 
be inside a tax-deferred account. In- 
deed, one good strategy for an IRA is to 
turn it into a ladder of Treasury bonds 
with predictable cash flows. The story 
on page 108 tells you how to do this. 








4. Taxable IRAs 
Beginning roughly rc 


ico) 
CY 


when you are 
70, you have to 
take out a certain 
amount. Should 
you take out more 
if you need the 
cash? Often, yes, if that spares you sell- 
ing appreciated securities outside your 
tax-sheltered account. 

Your tax bill is going to be higher 
on the IRA withdrawal than on cash- 
ing out Exxon Mobil shares. But don’t 
forget that either you or your heirs are 
destined to pay tax, at high ordinary- 
income rates, on that IRA someday. 
Cashing in the Exxon to preserve the 
IRA just defers the day of reckoning for 
the IRA. 








5. Somewhat 
appreciated stock 


This bucket @ 
contains the oil 066 
shares you bought @O@ 

for $20,000 that 


are now worth 
$35,000. You can 
get your hands on 
$35,000 while owing capital gain tax on 
only $15,000. But if you can manage not 
to sell, your heirs will thank you. The 
$15,000 escapes income tax. 











6. Roth IRAs 


These retirement accounts, on which tax has been 
prepaid, are nifty things to own, because they allow you 
to take investment gains tax-free and there’s no with- 
drawal mandate while you or your spouse is alive. 

As estate assets, Roth accounts are good but not 
great. Under present law children and grandchildren 
can stretch them out over their lifetimes. The problem 
is that this loophole is aching to be closed. 

So you should be reluctant to cash in a Roth but not so reluctant 
that you dip into assets that will cause significant tax pain (numbers 8 
through 10). 








7. Social Security 
If you are healthy and the higher earner in a couple, 
delay taking benefits until you’re 70. Between age 62 
and 70 your untapped Social Security account becomes 
a tax-favored, inflation-adjusted, low-risk savings ac- 
count. It beats commercial annuities. 

If you’re not healthy? Or your spouse is a high earn- 
er? Then the when-to-take calculation becomes more 
complicated, and you may need software to answer it. 





8. Highly appreciated stock 

If you bought an A share of Berkshire Hathaway for 
$21,000 years ago, don’t sell it unless you are tapped out. 
Leave the share in your will, and your heirs will escape 
income tax on the appreciation. 


9. Collectibles 


A ten-bagger in gold or artwork is even lower on the sale 
list than a similarly appreciated stock position. That’s 
because the long-term capital gains tax rate is higher on 
collectibles. 

We’re assuming that the asset in question is liquid. If 
it’s not—if it’s a collection of vintage comic books and 
your children lack your fascination with the category— 
maybe you should unload and pay the tax. 











10. Depleted partnerships 

You put, let us say, $100,000 into a pipeline partner- 
ship years ago. You’ve pulled out $80,000 in dividends 
that were mostly tax-free, thanks to depreciation. The 
shares are worth $150,000 now. 

Be careful. If you sell, your capital gain of $50,000 is 
just the beginning of your tax trouble. You’re also looking 
at up to $80,000 in depreciation “recapture,” taxable at 
stiff ordinary-income rates. 

So hang on to those shares. Leave them to your 3-year-old grand- 
daughter. If she acquires them by bequest, the tyke will escape tax on the 
$50,000 gain, escape tax on the $80,000 of recapture and be able to shel- 
ter even more of the dividends from tax because her piece of the pipeline 
will be valued at $150,000 for depreciation. @ 
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PRECISION WEALTH 


TRANSFER 


After running all the numbers, Ron Nicol is using a CLAT 
to transfer money to Duke University and his daughters. 


BY ASHLEA EBELING 


oston Consulting Group se- 
nior partner Ron L. Nicol ap- 
proaches financial decisions 
with the thoroughness and 
precision demanded of the nuclear 
submarine officer he was for seven 
years after graduating from the Naval 
Academy. So believe him when he says 
this is an excellent time to execute a 
high-end maneuver known as a chari- 
table lead annuity trust, or CLAT. 

Nicol earned an executive M.B.A. 
at Duke University’s Fuqua School of 
Business in 1986 and is chairman of 
Fuqua’s Board of Visitors. In 2012 he set up a $1 million 
CLAT to benefit both the school and his two daughters. 
But first he ran all the numbers himself. 

“Tt’s such a [tax-] efficient way to do charitable giving. 
It’s almost like it’s too good a deal to turn down,” says 
Nicol, a managing director in technology and organiza- 
tion based in Boston Consulting’s Dallas office. He con- 
cludes CLATs are underutilized because “these things 
are being described to people by attorneys instead of 
businesspeople.” 

A CLAT pays a set amount to charity for a set num- 
ber of years, with what’s left at the end going to your kids 
or other individuals. Here’s the key: At the time you set 
up the CLAT, the Internal Revenue Service values your 
ultimate gift to the kids by projecting the CLAT will earn 
a fixed rate of return based on interest rates at that time. 
The rate, known as the charitable midterm rate, is now a 
low 2%, compared with 8% back in 2000. Bottom line: If 
you set up a CLAT now and the trust earns more than 2%, 
you’re transferring wealth to heirs at a discount, or even 
tax-free. 

Yes, this is blessed by the IRS. In fact, another Duke 
alum, current IRS Commissioner John Koskinen (class 
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of ’61), set up a CLAT in 1998 to fund 
scholarships and a 4,500-seat soccer 
and lacrosse stadium. But it’s a decid- 
edly high-end strategy. At the end of 
2012 there were only 6,500 CLATs in 
existence, holding $23.7 billion in net 
assets, or an average of $3.6 million 
each. 
To make the best use of a CLAT, 
you need both charitable intent and a 
net worth likely to exceed the lifetime 
estate and gift-tax exemption of $5.43 
million per person ($10.86 million per 
couple) in 2015. Nicol, 61, and his wife, 
Liane, 63, have both. They set up their CLAT with $1 mil- 
lion in appreciated stock in July 2012, when the charitable 
midterm rate was an even lower 1.2%. It will pay $40,000 
a year to Duke for 30 years, and what’s left at the end will 
go to their daughters, now 28 and 31. If the trust earns just 
1.2%, nothing will be left for the kids—that’s why there 
was no gift to them for tax purposes. But if it earns 7%, 
there will be $3.7 million for the daughters, a nice nest egg 
for their retirement. 

As a detail-oriented do-it-yourselfer, Nicol likes other 
aspects of the CLAT, too. First, he can legally be its trustee; 
he set up the trust’s account at the Vanguard Group, where 
he manages the investments himself at a low cost. Second, 
while the trust is taxed on its income, it gets an annual 
$40,000 deduction for the gift to Fuqua—a deduction he 
uses to offset the trust’s taxable capital gains. Third, he re- 
tained the flexibility to change which Fuqua program the 
CLAT funds. Currently the $40,000 a year is being used to 
endow a scholarship named after Nicol and his wife. 

He’s so pleased that he may set up a second CLAT. “I 
look at it as, ‘Hey, the government is giving you the tax- 
payer and the charitable organization a tremendous 


opportunity’” 





HENNION 
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Are Tax Free Municipal 
Bonds Right for You? 


Please call 1-800-498-9084 
for your free Bond Guide. 


The Main Advantages of Municipal Bonds 
Investors are attracted to municipal bonds for three 
reasons, safety of principal, regular predictable 
income and the tax-free benefits. Together, these three 
elements can make a compelling case for including 
tax-free municipal bonds in your portfolio. 


Potential Safety of Principal 

Many investors, particularly those nearing retirement 
or in retirement, are concerned about protecting 
their principal. In March of 2012, Moody’s published 
research that showed that rated investment grade 
municipal bonds had an average cumulative default 
rate of just 0.08% between 1970 and 2011.* That 
means while there is some risk of principal loss, 
investing in rated investment-grade municipal bonds 
can be a cornerstone for safety of your principal. 


Potential Regular Predictable Income 
Municipal bonds typically pay interest every six 
months unless they get called or default. That means 
that you can count on a regular, predictable income 
stream. Because most bonds have call options, 
which means you get your principal back before 


kt Dear Investor, 


We urge you to call and get your free Bond Guide. Having tax- 
free municipal bonds as part of your portfolio can help get your 
investments back on track and put you on a path to achieving 
your investment goals, Getting your no-obligation guide could 
be the smartest investment decision you'll make. 


Sincerely, 


£.216-\ QY\ IE 


the maturity date, subsequent municipal bonds you 
purchase can earn more or less interest than the called 
bond. According to Moody's 2012 research,* default 
rates are historically low for the rated investment- 


grade bonds favored by Hennion & Walsh. 


Potential Triple Tax-Free Income 

Income from municipal bonds is not subject to federal 
income tax and, depending on where you live, may also 
be exempt from state and local taxes. Triple tax-free can 
be a big attraction for many investors in this time of 
looming tax increases. 


About Hennion & Walsh 

Since 1990 Hennion & Walsh has specialized in 
investment grade tax-free municipal bonds. The 
company supervises over $2 billion in assets in over 
15,000 accounts, providing individual investors with 
institutional quality service and personal attention. 


What To Do Now 

Call 1-800-498-9084 and request our Bond Guide, 
written by the experts at Hennion & Walsh. It will 
give you a clear and easy overview of the risks and 
benefits of tax-free municipal bonds. 


FREE Bond Guide 
Without Cost or Obligation 


CALL 1-800-498-9084 


(for fastest service, call between 8 a.m. and 6 p.m.) 


Hennion & Walsh, Bond Guide Offer 
2001 Route 46, Waterview Plaza 
Parsippany, NJ 07054 


© 2013 Hennion and Walsh. Securities offered through Hennion & Walsh Inc. Member of FINRA, SIPC. Investing in bonds involves risk 
including possible loss of principal. Income may be subject to state, local or federal alternative minimum tax. When interest rates rise, bond prices 
: fall, and when interest rates fall, prices rise. *Source: Moody's Investor Service, March 7, 2012 “U.S. Municipal Bond Defaults and Recoveries, 


Be 1970-2011.” Past performance is no guarantee of future results. 
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Effective long-term planning to drive growth and competitiveness is key to Brazil’s success. 


t’s been a busy year for Brazil. First, 
the 2014 FIFA World Cup, staged 
nationwide from mid-June to mid- 
) July, brought the country—and much 
of the world—to a virtual standstill in the 
summer. Then, incumbent President Dilma 
Rousseff clinched the general elections in 
second-round voting this October, while 
the coalition led by the Partido dos Trab- 
alhadores (Workers’ Party) retained control 
of both houses of parliament. 

With a population of 200 million, making 
it the sixth-most-populous nation world- 
wide, and an economy worth an estimated 
$2.2 trillion, ranking it seventh globally, 
Brazil is a huge, fast-growing market. Over 
the last decade, since Rousseff’s predeces- 
sor, Luiz Inacio Lula da Silva, came to power 
in 2003, 35 million Brazilians have benefited 
from social programs that have elevated 
them from poverty to the consumer class. 

During the same period, the economy 





expanded 450% to reach an all-time high of 
close to $2.5 trillion in 2011. Annual growth 
varied, with a dip into negative numbers 
in 2009 after the onset of the financial cri- 
sis, but remained positive until the second 
quarter of 2014. Foreign direct investment 
likewise fluctuated, with peaks in 2004, 
2007 and late 2010, when it reached a 
record high of over $15.3 billion. 


A Return to Growth 

The primary challenge facing Brazil, and 
President Rousseff, is how to return to the 
growth trend that marked the first few years 
of the decade. Taxes have risen, but compli- 
ance remains a time-consuming process for 
taxpayers, and many complain about not 
knowing how the government spends their 
reals. Brazil's infrastructure development 
lags behind that of its regional rivals. And 
the need for long-demanded public-sector 
reforms, such as slashing red tape, cutting 


costs and liberalizing labor laws, continues 
to stymie the growth of private enterprise. 

“Brazil is an entrepreneurial country,” 
says André Esteves, the CEO of one of the 
country’s top investment banks, BTG Pac- 
tual. “It offers all the conditions for growth. 
We need to regain trust. We will do it by 
reinforcing and changing the microeco- 
nomic climate. This means increasing 
productivity and investment. Now is the 
time for the government to reform and 
offer better conditions for business effi- 
ciency in Brazil.” 

The nation has vast potential, with room 
for agribusiness and tourism to replace the 
commodity boom that fueled growth in 
the early 2000s. Innovative businesses are 
focusing on improving their performance to 
stay ahead of the competition. But the gov- 
ernment must do more than make promises 
to make a difference. The coming year will 
be key to redefining Brazil’s prospects. 





Brazil Section Project Managers: Florence Lilti, Eduarda Ribeiro and Midori Zaidan | For more information, contact: Gabriel Gutiérrez—g.gutierrez@forbes-cm.com 
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Private Sector 


Overcomes Obstacles 

According to the World Bank, Brazil 
spends just 18% of its GDP on infrastruc- 
ture—less than any of its BRIC peers. 
Although some airports underwent 
improvements to accommodate World Cup 
soccer fans, much-needed regional con- 
nectivity and urban transportation projects 
have lagged behind those developments. 
Less than 15% of the roads nationwide are 
paved, and only half of the country’s homes 
are connected to wastewater networks. 

To address some of these issues, in 
June 2013, the National Cities Council, an 
advisory body set up under the Rousseff 
administration, signed off on a $237 bil- 
lion program to upgrade and extend water 
and sewage infrastructure. The plan aims 
to provide clean drinking water to all the 
country’s urban areas within a decade and 
connect more than 90% of those areas to 
sewage treatment facilities in the next 20 
years. Around 60% of the total is expected 
to come from federal funds, the rest from 
other sources. 

As state finances fall short of the project’s 
requirements, private-sector companies 
such as Aegea Saneamento, part of Grupo 
Equipay, will be instrumental in deliver- 
ing water and wastewater infrastructure 
projects and services across the nation. 
Established in 2010, Aegea operates public 
sanitation concessions, looking after every 
aspect of the process, including water stor- 
age, distribution, collection and treatment, 
and serving more than 2.2 million people. 

Over 82% of Brazilians have clean water 
supplies, but only half of the population 
has sewage connections, leaving 60% of 
sewage untreated. Sanitation is big busi- 
ness, employing 726,600 and producing 
revenues of $32 billion annually. 

Close to 90% of Brazil's municipalities rely 
on sanitation provided by public companies 


or independent bodies, but the number of 
corporate players is growing quickly. Aegea 
accounts for around 16% of the private- 
sector market; it currently reaches 700,000 
households in 33 municipal areas across 
six states and is developing interests in six 
more. It controls 25 subsidiary companies, 
leveraging technical expertise across its 
network to enhance efficiency and optimize 
resource and financial management. 

“For Brazil to reach the goals of water 
supply and sewerage treatment for the 
population until 2033, it needs to invest 
$205 billion,” says Hamilton Amadeo, 
Aegea’s CEO. “This is more than double 
what has been invested annually to date. 
We need to increase the efficiency of the 
system and the sector’s operation, and we 
need more money. For us, it became clear 
that, to become an important player in 
infrastructure, we needed direct access to 
international capital.” 

Last October, Singapore’s GlIC—one 
of the world’s largest sovereign funds— 
signed a deal with Aegea to invest $135 
million to help the company attain its 
growth forecasts. Along with the July 
2012 news of a $53 million loan from the 
World Bank Group’s International Finance 
Corporation (IFC) to roll out services in low- 
income areas in the north and northeast of 
the country, this move reinforced investor 
confidence in the company. 


Hamilton Amadeo, 
CEO, Aegea 








Depending on the municipality, Aegea— 
together with the local authority—looks 
after all water-related services or works, 
adding value to the steps of the process 
that the local agency outsources to Aegea. 
“In comparison to the best public compa- 
nies, our operational cost is less than half 
of theirs,” Amadeo notes. “Efficiency means 
low cost, and low cost means high invest- 
ment capacity.” 

Aegea has already made major strides in 
other regions, such as Mato Grosso do Sul 
in the southwest, on the border with Para- 
guay. Amadeo says: “Campo Grande is the 
city where we have been the longest; it is 
our largest city, with 800,000 inhabitants. 
When we arrived, it had only 22% sewer- 
age coverage. Imagine the environmental 
consequences. After seven years, we have 
already invested $277 million, and coverage 
is now 75%. We are committed to making 
the service universal.” 


Recognizing Opportunities 

Starting out with a solid business in the 
logistics sector, Grupo Supricel has evolved 
creatively over the last 30 years by identify- 
ing opportunities in other industries and 
adapting to changing market conditions. 
Innovating in every segment in which it has 
become involved, the group has expanded 
its logistics business into construction and 
hospitality. Today it works with 15,000 
partners nationwide, and in 2013 it posted 
profits of over $400 million. 

Supricel’s logistics arm is already a mar- 
ket leader in freight transportation and 
storage, carrying raw materials for the likes 
of ArcelorMittal, Braskem, Siemens and 
recently acquired award-winning Rapido 
Transpaulo, a company with 30 years’ 
experience moving dry break-bulk cargo 
throughout Brazil and Bolivia. This acqui- 
sition fueled the growth of the group’s 
market share and helped make both com- 
panies even more competitive. Supricel’s 
construction subsidiary, set up in 2006, 
specializes in high-rise residential develop- 
ments. And its Salt and Grill steakhouse is 
a favorite eating place for residents of and 
visitors to Piracicaba. 

“One of the characteristics that differen- 
tiates Brazilians is a common sentence we 
use: ‘I’m Brazilian and | never give up!” says 
Luis Guilherme Schnor, Supricel’s CEO. “This 
is very characteristic of an entrepreneur. We 
see opportunities and make things happen, 
regardless of the environment.” 


Aguas do Mirante 
wastewater treatment plant 





see countries or cae 
around the world. Do you 
know what the DB Group 
does to grow even more? It 
helps its region to grow too, 
As an entirely local business, 
DB invests in its people and in 
its land, with special attention 
to the environment and 
sustainability, helping develop 
otherwise forgotten areas, 
generating thousands of jobs 
-directly or indirectly- 
innovating services, granting 
professional training and 
making the life of the local 
population better by bringing 
all they need, always at the 
best price. And that’s how 

we plan to show the world 
that the North of Brazil is a 
truly rich region, and not only 
because of its ecosystem. 
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Creating a More 
People-Friendly Brazil 


In the summer of 2013, Sao Paulo was 
the flashpoint for a series of protests that 
shook Brazil. The immediate cause was 
an increase in bus and metro fares. In a 
metropolis of 20 million people, with traf- 
fic jams that can stretch for more than 150 
miles, affordable transportation is key to 
keeping the city moving. Public systems 
have struggled to keep up with citizens’ 
needs, forcing residents to find other ways 
of getting around. 

Commuters have long used motorbikes, 
while bicycles are an increasingly popular 
choice, though navigating the crowded 
streets on a bike requires caution. One Bra- 
zilian company that has benefited from the 
rise in two-wheeled traffic on Brazil’s roads 
is Levorin, which has been making tires and 
tubes for 70 years. Today it manufactures 
more than 20 million units a year, work- 
ing with global brands such as Honda and 
Michelin. 

“We develop tires with quality equal to 
or better than the world’s state-of-the-art 
tires,” says Henning von Koss, who took 
over as CEO two years ago. “We do that 
by understanding the Brazilian reality. To 
ride a bike here is different than elsewhere. 
What we try to do is combine local charac- 
teristics with global knowledge.” 

As the domestic market has expanded, 
so has Levorin’s business. “From 2012 to 
2013, we grew 30%, and we grew another 
20% in 2014. This growth ought to be sus- 
tainable,” von Koss notes. The company is 
already exporting its excess production to 
Argentina, Colombia and Portugal, which 
use similar tire models. The goal is to reach 
revenues of $400 million within four years. 

Beyond the hike in public transit fares, 
there has been general discontent over 
socioeconomic problems—such as the 
low quality of public services—and suc- 
cessive instances of corruption underlaid 
last year’s protests. Despite a few violent 
incidents, the common consensus was 
that the police took measured and ade- 
quate actions to handle the protests, using 


Henning von Koss, 
CEO, Levorin 


Frederico Aguiar, 
President, Condor 





nonlethal devices. Condor, a world leader 
in nonlethal technologies, manufactures 
most of these devices in Brazil. 

Two deaths occurred in clashes between 
police and protesters: one from a heart 
attack and the other the result of child- 
hood pulmonary disease. “If the police 
had been using lethal weapons, the conse- 
quences would have been overwhelming. 
The actual results were made possible by 
using nonlethal equipment,” says Frederico 
Aguiar, Condor’s president. 

“Our primary aim is to promote a nonle- 
thal concept where there is a proportionate 
use of force in conflict situations and to 
tackle threats without fatalities,” he explains. 
“Nonlethal technologies are guided by 
respect for human rights and the preser- 
vation of life. More and more we note that 
nonlethal weapons are being used in police 
actions in Brazil and abroad,” he adds. 


Retail Therapy 

Brazilians love to shop, and in the past 
decade, as GDP per capita grew by nearly 
33% and consumer spending tripled in the 
same period to reach close to $32.5 billion 
in the second quarter of 2014, Multiplan 
has seen its profits multiply. For the past 
40 years, the Rio-based shopping mall and 
real estate developer, run by self-made 
billionaire José Isaac Peres, has provided 
well-heeled locals with all the retail therapy 
they could wish for. 

“Peres is not just a brilliant entrepre- 
neur, he is a visionary,” says Darcy Vera, the 
mayor of Ribeirao Preto, one of the largest 
cities in the state of Sao Paulo and the hub 
of Brazil’s agribusiness industry. “In 1981, 
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he decided to set up RibeiraoShopping in 
a field of sugarcane, miles away from the 
city.” Today, the mall stands at the heart of 
the affluent southern suburbs, serving the 
needs of the city’s burgeoning middle class. 

Multiplan is a leader in Brazil’s competi- 
tive shopping center sector, with 18 malls 
across the country in the big consumer 
markets of Alagoas, the Federal District, 
Minas Gerais, Parana, Porto Alegre, Rio de 
Janeiro and Rio Grande do Sul, as well as 
Sao Paulo. Together, these malls cover over 
9.15 million square feet, house more than 
5,300 stores and are visited by almost 170 
million people every year. 

At the same time, the company contin- 
ues to invest in real estate, specializing in 
mixed-use projects that combine housing, 
work and retail spaces. It has undertaken 
high-end residential projects in Rio and 
Sao Paulo, as well as along Miami, Florida's 
Ocean Drive, and has developed commercial 
towers at some of its most successful retail 
complexes, such as the four office buildings 
built around its flagship MorumbiShopping 
complex, also in Sao Paulo. 

“The secret to our success is very simple,” 
Peres says. “You have to have a question 
to answer a basic need. We try to surpass 
ourselves in every project, so the last one 
we do is always the best. We innovate in 
technology, in shops, in decoration, in new 
ideas, and that brings the interest of the 
consumer. Nowadays, people go to a shop- 
ping mall for pleasure. We give a privilege 
to our clients; selling is a consequence.” 


Planning for the Long Run 
Peres started out in his 20s, when he 
sold a friend’s apartment for more than 
expected. Then, with backing from the 
same friend, he purchased land and sold his 
first building in the planning stage in just 
15 days, thanks to savvy marketing. From 
there, he built up one of Brazil’s biggest 





José Isaac Peres, Founding Partner, Multiplan 


real estate developers, Veplan, which went 
public in 1971, the same year he built and 
sold his first shopping mall in lberapuera, 
facilitating Multiplan’s start-up. 

“You have to look ahead and think in 
the long term,” Peres says. “You don’t earn 
money in the short term. Look at the forest; 
there are people who focus on a tree. When 
| am thinking about a project, it doesn’t 
matter if it is in Rio or Sao Paulo—l look at 
the world. My analysis is always macro, in 
spite of my business being local.” 

Multiplan opened three new malls in 
2012 and is now working on three new proj- 
ects: in Canoas, in the state of Rio Grande 
do Sul; in Jacarepagua, close to Barra in Rio 
de Janeiro, making it the fourth mall the 
company will own in that state; and in Sao 
Paulo, taking Multiplan’s total there to eight 
properties. At the end of last year, Peres 
began looking into opportunities in Chile 
and Uruguay to expand the company’s 
overseas portfolio beyond Portugal. 

Although interest rates and credit debt in 
Brazil have risen, and shoppers are becom- 
ing choosier about where to spend their 
money, Multiplan’s malls, complete with 
their entertainment facilities, healthcare 
centers and hotels, are on course to keep 
giving Brazilians what they want. Says 
Peres, “Time is scarce, so when you go to a 
center of business and services, you can do 
a lot of things in the same place.” 
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The Business of Beauty 

While not everybody in Brazil looks like 
Gisele Bundchen or Adriana Lima, that 
doesn’t stop the country’s residents from 
trying. In 2013, the country accounted for 
13% of cosmetic surgery worldwide. 

As Latin America’s leading manufacturer 
of silicone implants, Silimed has 35 years 
of expertise, produces a wide range of 
innovative and technologically advanced 
products, and is continuing to grow, 
despite unfavorable economic conditions. 
In the past three years, the company has 
expanded by 60% and is now aiming to 
double its sales in the next four years. 

Set up in 1978, the company began 
importing silicone breast implants from 
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France. For 40 years, silicone has been 
considered the best biocompatible mate- 
rial for breast implants. In 1981, Silimed 
started producing its own implants to 
meet domestic and foreign demand. Today 
it has two factories, employs 2,700 people 
and exports to 75 countries, including the 
United States. Its ISO-certified products 
won FDA approval in 2012, making it the 
first overseas company to market breast 
implants in the U.S. 





Gabriel Robert, CEO, Silimed 


“Innovation is a fundamental value,” says 
Gabriel Robert, Silimed’s CEO. “Our last was 
a conic implant, which is exclusively ours. 
Another value is quality. We have always 
based our work on quality, which is rec- 
ognized by the market and doctors. Our 
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strategy is to differentiate ourselves with 
better products. Our export experience 
made us adjust to international competitors 
and made us stronger.” 

Silimed works closely with renowned 
plastic surgeons and supports scientific 
research to constantly improve its products 
and respond to increasingly sophisticated 
clients. Its silicone polyurethane prostheses 
have the lowest contraction rate in the mar- 
ket, and it has developed its gel BioDesign 
line specifically to suit every size and shape 
of body. 

According to Margaret Figueiredo, Sili- 
med’s founder, “Healthcare professionals 
choose Silimed for its quality and tech- 
nology—not the price. Ivo Pitanguy, the 
leading plastic surgeon in the country, 
uses our implants, and he could choose any 
brand,” she notes. 

Marcos Harter, a surgeon who is working 
independently on a biocompatible filling 
gel, agrees: “Silimed has the best technol- 
ogy in the market.” 

For those people who want to look great 
by nonsurgical means, Vult has revolution- 
ized Brazil’s cosmetics market over the 
last decade, placing its products in drug- 
stores nationwide: “Our focus is to work 
with the middle class,” explains Cofounder 
and Codirector Daniela Cruz Cunha. “We 
intended to create makeup that had good 
quality, but also at a price 
that’s accessible to the major- 
ity of the population.” 

“Makeup is in our DNA,” 
says Murilo Reggiani, the com- 
pany’s other cofounder and 
codirector. “We have been 
leading the market for 
six years. Now we are 
expanding and will 
reformulate our hair 
products. We will also 
start with nail polish, 
false nails and prob- 
ably false lashes, too.” 





Safeguarding Brazil’s 
Valuables 

As Brazilians earn higher incomes and 
buy bigger, better things, they naturally 
want to take good care of their new acqui- 
sitions. That’s where Stam comes in—or, 
more accurately, stops others from coming 
in. Stam manufactures locks and padlocks 
used to protect homes, businesses and all 
kinds of assets across the country. 

Francisco Faria founded this family- 
owned business in 1971, in Nova Friburgo 
in the state of Rio de Janeiro. Offering 





high-quality products at low prices has 
helped make Stam a household name, 
according to its current CEO, Rogerio Faria: 
“My father started the company and always 
invested all he could in technology. He was 
aware of the conditions of the country and 
knew he could not make a very expensive 
product. So he focused on one with a low to 
medium cost. We kept doing it and turned 
the company into what it currently is.” 

Stam employs 1,200 people today, mak- 
ing it the largest private company in the 
city. It produces an extensive range of 
products to suit every budget, including 
indoor and outdoor locks for all kinds of 
uses—pivoting and sliding doors, roller 
blinds and electrically operated devices— 
as well as key and combination padlocks. 
It also manufactures a complete catalog of 
accessories, including door handles, fittings 
and the all-important keys. 

“We always differentiated in terms 
of price,” Faria says, “but we started to 
improve our products to keep issues from 
occurring. If you have any problems, you 
can send the product back and we will 
send you a new one. We have a team that 
handles after-sales. The purchasing power 
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of the middle class has grown, and it forced 
us to improve products and create our 
Classic line.” 


Scaling Up and Branching Out 
Until recently, Stam limited its reach to 
the domestic market, because demand out- 
stripped the company’s capacity to deliver. 
But it has now ramped up its operations to 
serve international customers and is inves- 
tigating the potential to sell its products 
across South America—in Bolivia, Colombia 
and Venezuela, and as far afield as Angola. 
These countries will be the starting points 
for Stam’s global expansion plans. 
Meanwhile, Faria is diversifying into 


related activities and has set up two new / 


companies: Metalurgica Bom Jardim, 
located in the nearby city by the same 
name, makes the screws used in Stam’s 
locks; and Stamp & Molde, an automated 
tool-making factory, will produce compo- 
nents for Stam’s existing products as well 
as for arange of other applications. Stamp & 
Molde, which began operations in July 2014, 
is the third plant of its type in the world, 
along with others in Chicago and China. 
“We can manufacture tools for any kind 









Rogerio Faria, CEO, Stam 


of product,” Faria says, “either 
printed or injected. We have had 
meetings with the automotive 

industry, which wants us to manufacture 
tools for the injection of car parts, and with 
the beverage industry. We want to meet 
the needs of different markets, from com- 
panies that manufacture computers and 
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cell phones to companies that 
make slippers.” 

Stam has been investing in 
Stamp & Molde since 2008, Faria 
says, when the financial crisis 
hit Europe just as Brazil was 
booming. That enabled him to 
negotiate favorable terms of pay- 
ment with suppliers and begin 
work on the project. Automating 
the tool shop also enables the 
company to avoid labor-related 
problems and invest more in 
training its workforce to make 
the most of the new technology. 

Stam has long maintained a close rela- 
tionship with Nova Friburgo, and the 
company takes its corporate citizenship 
role very seriously. It has set up a school 
to promote education among its employ- 
ees, helping them achieve a high school 
diploma, and it provides financial backing 
for an institute that cares for the children of 
lower-income families. 

“Our community is already a big one,” 
Faria notes. “Nova Friburgo has 180,000 
to 200,000 citizens, and this area is very 
needy. We have 1,200 employees. If you 
multiply that by three or four per family, 
that’s a community.” 


The Growth of Agribusiness 

Agribusiness is big business in Brazil, 
accounting for 30% of GDP, 40% of exports 
and 40% of jobs. The country leads the 
global production of sugar, coffee and 
oranges, while soybeans and corn remain 
major cash crops. Brazil is the world’s big- 
gest beef exporter, and cattle and poultry 
also contribute to its export earnings. 

For over 50 years, Champion Satide 
Animal has provided Brazilian cattle farm- 
ers with a range of vitamins, minerals and 
insecticides. The vitamins and minerals are 
delivered directly with food, which cuts 
costs and reduces harm to animals. 

Currently, less than 10% of its market is 
overseas, but Flavio Alves da Rocha, Cham- 
pion’s managing director, is excited about 
the company’s prospects in the United 
States: “In three to four years, we will be 
bigger there than here,” he says. “We want 
to have revenues of over $80 million, and | 
believe we will reach that.” 

Alves da Rocha also sees room for foreign 
investors to develop the domestic market: 
“Our land value is much more reasonable 
than that of the United States or France,” he 
notes. “There is great potential in all sectors. 
Brazil is a huge country with over 200 million 
cows, but we have so much to improve.” 





Seed and grain processing by Jalles Machado 


Grupo Otavio Lage has been around 
even longer, since 1949, and also started 
off with livestock before becoming a sugar- 
cane pioneer. Its subsidiary, Jalles Machado, 
is one of the world’s largest organic sugar 
producers, but the group also has interests 
in latex production, cereals, the media and 
real estate. 

“Variation is a good thing,” says Otavio 
Lage de Siqueira Filho, CEO of Jalles Mach- 
ado. “We have a huge property, so we 
always try to make it productive with activi- 
ties that guarantee good profits.” 

“Our focus is on quality, cost reduction 
and differentiated products,” says Ricardo 
Fontoura de Siqueira, Grupo Otavio Lage’s 
chairman. “We developed the crystallized 
sugar market and created our own brand 
to reach it.” 

Brasilmad, another homegrown 
company, turns pine—one of the coun- 
try’s most plentiful woods—into a 
processed product. Established in 1997, 
the company partners with domestic 
sawmills and forest owners to deliver 
custom-made pine components for export 
customers. 

“Ours is a low-value business,” says its 
CEO, Nivaldo Dzyekanski. “Pine is a com- 
modity, but we transform it. We go to 
clients and ask, ‘What do you need?’ Then 
we come back, develop it and present solu- 
tions. It has added value.” 





Flavio Alves da Rocha, Managing Director, Champion 
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New Hubs of Development 

Although the metropolitan areas of Bra- 
zil’s two biggest cities, Sao Paulo and Rio 
de Janeiro, are home to over 32 million 
people, they account for just 16% of the 
population. Two out of three Brazilians call 
another urban hub home as increasingly 
more people are drawn to the country’s 
interior, attracted by job opportunities and 
higher living standards. 

In the south, Maringa is the third-largest 
city in Parana state, with a population 
of 385,000. According to its mayor, Car- 
los Roberto Pupin, “Maringa was built by 
immigrants from all over the country. This 





‘Pannen. oe Ss 
Maringd is one of the fastest-growing cities in Brazil. 








helped create a very pleasant environment 
for other nationalities. That is important for 
our culture; it’s a melting pot of Brazilians 
and foreigners.” 

Maringa is one of the fastest-growing 
cities in Brazil—“our projected growth 
rate is 12% per year,” Pupin notes, “higher 
than China’s’—with an economy based 
on strong sectors: retailing and fashion 
wholesale, education and health services, 
metal manufacturing, software and agri- 
business. Already the site of the nation’s 
leading wholesale fashion mall, Maringa is 
now developing the biggest industrial park 
in the south. 

“There are 740 acres of land, close 
to the airport,” Pupin says. “We are 
constructing infrastructure, putting 
asphalt on roads and creating water, 
§ sewage and electricity systems. For 
§ those buying land, it will all be ready. 
Big technology companies such as 
Techpark, Laktech and Senai have 
already confirmed they will be there.” 
* For Pupin, what makes the city 
f stand out is its strict fiscal man- 
= agement, which translates into a 

great quality of life: “That means 
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Sidney de Queiroz Pedrosa, CEO, DB Supermercados 


high-quality education, high salaries and 
more people with high purchasing power. 
This all comes from transparency in public 
accounts. Our austerity shows that we have 
credibility, and investors can come to Mar- 
inga and trust our administration.” 

In the north of Brazil, DB Supermercados 
serves customers across three states— 
Amazonas, Rondonia and Roraima—with 
a chain of 11 hypermarkets, 10 supermar- 
kets and one shopping center. Established 
in 1982 by CEO Sidney de Queiroz Pedrosa, 
who started out selling fruit and vegetables 
door-to-door in the suburbs of Manaus, DB 
today employs some 4,000 people and has 
annual revenues of over $415 million. 

“| want to focus on the north; it has tre- 
mendous potential,” de Queiroz Pedrosa 
says. “Understanding the market is impor- 
tant—paying attention to growth sectors 
and consumer behavior. Logistical knowl- 
edge is fundamental. We have to transport 
products from the southeast. So our big- 
gest challenge is to guarantee the product 
will be available in time for the client. Due 
to our familiarity with the region, this is an 
expertise only people from the north have.” 

The next step for DB is to move into 
mixed-use shopping malls, including hotels 
and office space. “It is an extremely innova- 
tive project,” says de Queiroz Pedrosa. “In 
Manaus, people identify with the DB brand. 
They know where this company came from 
and where it wants to go.” 
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Honest Tea’s cofounder finds high-impact private 


investments for his donor-advised fund. 


BY ASHLEA EBELING 


ince earning an M.B.A. at Yale in 1995, Seth Goldman 

has been on the prow! for socially useful and novel 

business opportunities. He was a vice president at the 

Calvert Group, the do-gooder mutual fund family, be- 
fore founding Bethesda, Md.-based Honest Tea in 1998 with 
his former Yale professor Barry Nalebuff. 

While he’s still CEO of Honest Tea, the 49-year-old Gold- 
man sold the last 60% of the organic tea company to Coca- 
Cola in 2011, and before he did he put $1.5 million worth of 
its shares into a donor-advised fund at Impact Assets Giving 
Fund. By donating stock before the sale, he was able to claim 
an immediate tax deduction for its full market value without 
ever recognizing a taxable gain. Using a donor-advised fund 
also allows him to dribble out grants to specific operating 
charities over time. His biggest so far: $250,000 to Yale to 
send M.B.A. students to the Net Impact conference, which 
Goldman says inspired his own mission-driven career. 

Unlike more conventional donor-advised funds, Impact 
Assets permits Goldman to remain hands on, entrepreneur- 
ial and socially conscious when investing his charitable kitty, 
and he has put half into private equity deals he finds himself. 
His biggest win so far was a $100,000 investment in Happy 
Baby, an organic baby food company, which was sold to 
Danone in 2013, with his charitable fund receiving $180,000, 
an 80% return in two years. Currently he has the charity 
fund invested in Beyond Meat, a plant-based-protein maker; 
Sweetgreen, an organic-greens restaurant; and CSA Medical, 
which uses a flash-freezing system to destroy cancers and 
other unwanted tissues. He says he hears about such startups 
“organically’—through word of mouth—and looks for leaders 
who are both “fired up” about a new product and cost-con- 
scious. Technically, Goldman can only recommend invest- 
ments to Impact Assets’ board, which vets them. But once a 
Goldman find is approved, other donors’ funds may be able to 
invest, too, as they were with Beyond Meat. 

Goldman has the other half of his charity pot in Calvert 


mutual funds and seed ventures identified by Impact Assets, 
including Eco Fuels Kenya (organic fertilizers and biofuel), 
Waste Capital Partners (urban sanitation) and Sevamob (agri- 
cultural information and health services). “My appetite for 
risk with this portfolio is a little higher than it is for my per- 
sonal one,” Goldman explains. “If we lose money on it, we’re 
still supporting a good cause. Even if it’s not as high a return, 
the positive impact is there.” 

Want to follow Goldman’s giving lead? First, maximize 
your charitable tax break by contributing your most highly 
appreciated shares to a donor-advised fund, he says. Then, to 
increase the impact of your charitable dollars, use that fund 
to hold the sort of mission-driven, but risky, investments you 
shouldn’t be putting in your family’s retirement or college fund. 
If you don’t have Goldman’s contacts, a good way to find such 
investments is through a boutique donor-advised fund such as 
Impact Assets Giving Fund or the Tides Foundation. 
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Fashion's Comeback King 


Umberto Angeloni made Brioni into a pillar of luxury menswear. Now 
with the Fosun-backed Caruso label he has designs on doing it again. 


BY RICHARD NALLEY 


mberto Angeloni wants you 
to touch everything—to feel 
the woolly heft of a Prince 
of Wales check jacket, the 
creamy silkiness of the super 
180s. It is late November, two days before 
his Caruso store, the first in the world, will 
open on 58th Street off Madison Avenue in 
New York City. The former gallery space is 
a sprawling, curated showcase for Caruso’s 
haute Italian tailoring, with 11,000 square 
feet, 15-foot ceilings, airy, exaggerated dis- 
tances between displays and a vivid aura of 
understated, cosmopolitan wealth. 

Caruso is a high-profile second act for the 
62-year-old Angeloni. As the longtime CEO 
of Brioni he multiplied the Italian menswear 
brand’s revenues tenfold between 1990 and 
2007, and made Brioni the suits of two James 
Bonds (Pierce Brosnan and Daniel Craig). In 
Angeloni’s humble estimation of his tenure at 
Brioni, he “brought it to the number one spot 
in fame in the world of luxury menswear.” 

It was a long way down, then, when the 
family ownership decided to install two of 
their own as co-CEOs in 2007. Angeloni says 
he informed them that “you can have 3 CEOs, 
or 10 or 15. 1 am gone.” The split was acrimo- 
nious, well covered in the fashion press and 
made all the messier by the fact that Ange- 
loni’s wife, Gabriella, was a Brioni family 
member—her brother was one of the new co- 
CEOs—and that the couple controlled 20% of 
Brioni’s shares. 

Now, at least publicly, Angeloni views his 
ouster as just a bump in the road: “When peo- 
ple asked me, ‘What are you doing next?’ they 
didn’t mean, ‘Will there be a second act?’ They 
meant, ‘What will you do that’s even better?’” 

What Angeloni did was stage a kind 
of end run. Rather than attempting to 
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rejigger another high-profile brand, he went 
antiglamour, back to the fundamentals, and 
bought a controlling interest in a semiob- 
scure clothing factory near Parma. If the 
outfit’s bland moniker, Fabbrica Sartoriale 
Italiana, sounds like a front name, in a sense 
it is: The place quietly crafts high-end suits 
and then sews the labels of major fashion 
brands and department stores on them. For 
Angeloni this buyer’s-own-brand business 
meant welcome cash flow, of course, but for a 
man of his ambitions it has also provided the 
perfect springboard. 

Founded in 1958, Fabbrica Sartoriale 
employs 600 people, in particular the kind of 
handcraftsmen Angeloni needed to support 
his comeback. And the factory’s 13 clients, 
for which it produces a breathtaking 4,000 
prototype jackets a year, provide an invalu- 
able window onto the marketplace and a 
constant motivation to keep up. As Angeloni 
puts it, “The mission of Fabbrica Sartoriale 
Italiana is to be the finest laboratory for 
design and material research. Five percent of 
my workforce, 32 people, are full-time R&D.” 
It is the nature of a business in which “our 
clients bring us visions that we try to trans- 
form into wearable items.” 

But Angeloni had a vision of his own, and 
it included fashioning a label named for one 
of the factory’s founders, Raffaele Caruso. “It 
had never promoted its own brand,” he says, 
“which doesn’t mean simply putting its own 
name on a suit but creating an identity for the 
brand. That is what I’ve done.” 

A discussion of Caruso’s emerging brand 
message can send Angeloni, a man with an 
elusive, philosophical turn of mind, off onto 
discourses about “the 200-year evolution of 
the men’s costume,” but the bottom line is 
this: He believes that there are only a hand- 
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Handmade detail: hanging out inside the Caruso showroom in Milan. 


ful of other makers—three at the most, he 
says—whose garments offer the same level of 
handmade detail as a Caruso suit. His tailors 
spend 15 minutes on each buttonhole, includ- 
ing the sleeve buttonholes, and hand-sew the 
edge stitching, the armholes and the bottom 
of the lining, all details that, combined with 
the softness of the internal materials, give 
the jackets a structural suppleness that he be- 
lieves no machine can replicate. 

But there’s something those few other 
high-hand-touch brands themselves can’t 
replicate: Caruso’s prices. The old Umberto 
Angeloni labored to push Brioni’s price tags 
into the stratosphere: as much as $9,000 for a 
suit. The reborn Angeloni preaches a refresh- 
ing realism. Caruso’s suits start at $3,250—al- 
though they can reach as much as $14,000, 
depending on the fabric. 

“Because we manufacture for others, we 
have to have total cost control,” he says. “We 
have to always be conscious that whatever 
costs we add will provide value. There are 
some manufacturers who think that because 
there is a handmade component it can com- 
mand any price.” 

That is not to say that Angeloni and 
realism are always the most consistent of 
companions. There is, for example, his “con- 
ceptual brand,” Uman (the name comes from 
Umberto Angeloni), for which he used data 
from the Alvanon Group’s measurements of 
thousands of contemporary men to devise 


anew suit proportion 
and a 1-through-8 sizing 
scale. Uman produces 
only one or two new 
jackets a year, always 

in blue (“the color that 
expresses the infinite, 
depth, the soul”), and 
each comes with two 
books, the philosophi- 
cal Lexicon, by Angeloni 
himself, and a book by 
an outside author com- 
missioned especially for 
that jacket. 

“Uman is an extreme 
step in one concept,” 
Angeloni explains, “one color, one shape for a 
particular body type that we have identified. 
Caruso is a brand that dresses a more diverse 
community.” 

And if all goes according to schedule, that 
community will grow exponentially. The re- 
cently obscure factory label from Soragna is 
now ready to go global. 

“Having completed the acquisition of 
Caruso [in 2012] and streamlined it by add- 
ing talent in design, talent in fabric research 
and so on, I needed to go to the next level,” 
says Angeloni, who notes that Caruso sales 
were $70 million in 2014. “When you want to 
project the full philosophy and concept of a 
brand, you need to have your own store and 
feature that entirely.” 

Angeloni began casting about for a well- 
capitalized partner, and in 2013 he hooked 
a big fish: China’s largest privately owned 
investment group, Fosun. “They do huge 
deals,” Angeloni reflects, “but they know 
how to find truffles, too.” (According to some 
accounts, the group’s interest was aroused 
when Fosun’s head of global investment, Pat- 
rick Zhong, was impressed by a suit he had 
ordered.) With Fosun onboard with a 35% 
stake, Caruso is now looking to open a new 
store every six months, including Milan next 
winter, Shanghai by mid-2016 and so on. 

“This is more than our first store,” Ange- 
loni says, opening his arms in the New York 
flagship. “It’s our embassy!” ok 
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JERRY TOTH 

The chocolatier 
showed Wonka- 
worthy marketing 
skills with the world’s 
most expensive dark 
chocolate. The limited- 
edition To’ak (574 
were produced) sells 
for $260 per 
1.5-ounce bar. 


COMPANY 

HERO MOTOCORP 
India’s largest 
motorcycle maker 
signed a four-year 
endorsement deal with 
Tiger Woods in an 
effort to raise its global 
profile. Can Tiger drive 
sales the way he splits 
a fairway? 
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LIFESAVING 
SMARTWATCHES 
Empatica has 
developed the Embrace 
watch, which monitors 
epileptic seizures 
(among other health 
issues) and alerts 

a user wearing a 
companion device. 
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WEALTH MANAGEMENT 
2015 AND BEYOND 


Retirement plan advisors are watching a shifting regulatory environment 


ees alleging excessive fees in its own workplace plan. The suit 

represented one of the highest profile cases in a recent wave of 
401(k) fee lawsuits. “The Department of Labor recognizes that a 
lot of plan sponsors are unaware of the rules and their responsibil- 
ities,” says Jim Pupillo, partner and managing director at Arizona- 
based HighTower Scottsdale. “One of the biggest issues is the 
reasonableness of fees compared to services rendered.” 

Bundled plans may be at greatest risk of scrutiny by the DOL. 
These plans are easy to run, but also make it easy to hide fees 
and revenue sharing arrangements. Such structures are not always 
conflicts of interest, but they open the door for lawsuits. “If | was 
a client, | would want more regulation,” says Jay Gagne, president 
and Senior financial advisor at Indianapolis-based Gagne Wealth 
Management Group. “This new regulatory environment is raising 
the bar across the industry for the level of service that we provide.” 

As the regulatory environment grows stricter, advisors could 
consider the following options for avoiding issues with plan fees: 


, n August 2014, Fidelity settled a lawsuit brought by its employ- 


Become a certified 401(k) professional 

Many advisors don’t learn the ins and outs of 401(k)s during their 
training. Seek to learn as much as possible about plans, either on 
your own or through more formal education, such as the C(k)P des- 
ignation from The Retirement Advisor University in collaboration 
with UCLA Anderson School of Management Executive Education. 


HIGHTOWER | SCOTTSDALE 


MISSION: HighTower | Scottsdale manages 
the preservation, accumulation, growth, and 
distribution of our clients’ net equity. This 
mission is driven by your assets, liabilities 
and unique circumstances. Our disciplined 
“Balancing the Balance Sheet” approach 
and prudent stewardship is designed to 
help clients attain their goals, ambitions, and 
fiduciary obligations. 


CLIENT FOCUS: Our clients are private 
clients and their corporate, institutional and 
philanthropic affiliations; professional groups, 
such as Law Firms, Medical Practices and As- 
sociations; private / public corporation retire- 
ment and benefit plans; and Native American 


HIGHTOWER 
AN UNOBSTRUCTED VIEW. 
14646 N. Kierland, Suite 125 
Scottsdale, AZ 85254 
480.998.2995 © www.hta-s.com 


Indian nations and corporations. 


INTEGRITY: We are committed to the highest 
standards of transparency and full disclosure 
in all aspects of our advice. HighTower | Scott- 
sdale is committed to the highest fiduciary 
standards of care and adherence to our clients best interest being served first and 
foremost. Our objective is for our clients to experience the highest level of confidence 
in the management of their balance sheet's assets, liabilities and related matters. 


INNOVATION: Our Liability Derived intelligence™ (LDi™) portfolio construction 
methodology is just one example of our deep commitment to innovation. This 
framework is a liability driven approach designed to enhance return, minimize 
downside risk in the quest to achieving your financial goals. 


ACCOLADES: 
¢ Barron's “Winners Circle”: America’s Top 100 Advisor Teams, 2008 
¢ Five Star Wealth Manager Award, 2014 
¢ NABCAP Premier Advisor's since 2011 
¢ James Pupillo: Barron's Top 100 Financial Advisors, 2006-2011 
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Have an IPS—even when you don’t need one 

No law requires an advisors who advises a plan sponsor to 
draft an Investment Policy Statement (IPS). But an IPS can 
provide you (and your clients) with support and justification 
for your recommendations. “What does an employer need to 
do to protect themselves as a fiduciary? The employer needs 
to work with a retirement consulting firm, not an independent 
advisor, that can prove that they have done their best efforts 
to protect the employer, help the employee and can point 
to a standard for the plan they've helped develop,” says 
Lyle Himebaugh Ill, co-founder of Wilton, CT-based Granite 
Group Advisors. 


Over-service your clients 

The rules against excessive fees fall under procedural prudence 
in the Fiduciary standard section of ERISA. Problem is, the DOL 
has yet to define what constitutes an excessive fee. One solution: 
Provide a high level of service at a competitive rate. “There are 
advisors out there who provide a bare minimum of service,” says 
Gagne. “My approach is to first price fairly and then to service the 
heck out of my clients going forward.” 


Whether 2015 will bring more ERISA lawsuits or not, the regulatory 
environment is changing. Advisors working with plan sponsors will 
need to adapt to succeed. 


GRANITE Group ADVISORS, LLC 


Cs ranite Group Advisors 
provides a professionally 


managed and independent 
solution. You, not the investments, 
are exclusively represented. 

Your assets will be managed 
efficiently, with independent 
managers. You should receive 

the best client experience, with 
Truth Transparency and Safety. 


Lyle B. Himebaugh, III 


We manage families, 
endowments, and 
corporate retirement plans. 


Richard C. Zipkis 


ZX.GRANITE GROUP 
Wi Dave Sale Ss Se lOLes Rees 


187 Danbury Road, Wilton, CT 06897 
203.210.7814 ¢ lhimebaugh@granitegroupadvisors.com 
www.GraniteGroupAdvisors.com 
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G agne Wealth Man- 
agement Group 


is a multi-generational 
family planning and 
investment practice. The 
principal Jay Gagne, 
CIMA, President, Branch 
Manager, and Paula 
Gagne, Co-President, 
have had over 50 years 
of combined experience 
in advising clients and 
managing portfolios 
through extended bull 
and bear market cycles. 
The advisors at Gagne 
Wealth Management 
specialize in financial 
planning, investment 
management, and 
advising high net worth 
clients from all walks of life 
including, but not limited to, 
doctors, business owners, 
executives, and retirees. 





The advisors at Gagne Wealth Management are 
dedicated to providing innovative ideas and forward 
thinking advice to help manage client's financial 
wealth and achieve their desired goals. Jay Gagne 
and his team specialize in the selection, pairing, and 
monitoring of Institutional Private Money Managers 
for client’s investment portfolio management. These 
are exclusive high net worth investment portfo- 

lios, most of which are only accessible at $100,000 
minimums. Raymond James provides an extra layer 
of due diligence by providing a dedicated team of 
home office professionals who monitor the people, 
process, and performance of the various institutional 
managers on a daily basis. Jay Gagne be- 

lieves that this multilayer due diligence ap- 


GAGNE WEALTH MANAGEMENT GROUP 
Jay C. Gagne, CIMA, President, Senior Financial Advisor 





“Our clients depend 
on our help and advice; 
we must be readily 
accessible whenever 
they need it.” 








ity to hire, access, 
and work with both 
top notch, as well 

as boutique, private 
wealth managers is 
one of our competi- 
tive advantages in the 
wealth management 
marketplace.” Jay C. 
Gagne, CIMA. 


Financial Planning 
and goal monitoring 
is another important 
aspect of the service 
model offered by the 
advisors at Gagne 
Wealth Management. 
Paula Gagne insists 
that clients need an 
active planning road- 
map to accompany 
the asset manage- 
ment aspect that their 
wealth management 
group provides. “When a client has a living plan to 
accompany their saving and investment program, 
they are more likely to achieve their financial goals 
over time.” Paula Gagne. 





—Jay C. Gagne, CIMA 


Client accessibility to their financial advisor is ex- 
tremely important as well. Jay and Paula give clients 
their personal cell phone numbers and invite their 
clients to call them anytime. “When you are dealing 
with client's life savings, we are no different than a 
Doctor who is constantly on call. Our clients depend 
on our help and advice; we must be readily acces- 
sible whenever they need it.” Jay Gagne. 


In addition to other various industry 
recognition and accolades, Gagne Wealth 


Gagne Wealth Management Group 


proach provides added layers of insight not Management was recently featured in 
always offered or provided by other wealth Soe Forbes magazine in March of 2014 as an 
managers throught the industry. “Our abil- RAYMOND JAMES” Incliana Pinancial Leader 





6505 East 82nd Street, Suite #108, Indianapolis, IN 46250 © 317.577.6030 e Toll Free 866.461.7673 
www.raymondjames.com/gagnewealthmanagement ° Jay.Gagne@RaymondJames.com 





Securities offered through Raymond James Financial Services, Inc., Mernber FINRA/SIPC. Investing involves risk and you may incur a profit or loss regardless of strategy selected. 
Rebalancing does not ensure a profit or guarantee against a loss. | 





FOR MARKETPLACE ADVERTISING, CALL 212-206-5563 DECEMBER 29, 2014 


FORBES LEGAL BLACK BOOK 


PROMOTION 





he Affordable Care Act (ACA) represents the great- 
est transformation of the health care industry since 


HEALTH CARE LAW 2014: 
THE ACA SHAKES THINGS UP 


Attorneys can help clients navigate a period of rapid change. 


the 1965 inception of Medicare and Medicaid. Such 


a large change carries a high degree of both uncertainty 
and opportunity for many industry players, particularly 
firms that practice health care law. 


“To help clients through this 
phase, health care lawyers 
have to be business consul- 
tants as well as legal advi- 
sors,” says Sally Kaplan Levy, 
a founding partner of Ankner 
& Levy, a Boston-based firm 
specializing in the health care 
industry. She says that attor- 
neys need to consider not 
just the legal implications of 
changes in the law, but the 
financial implications for cli- 
ents. Firms that don’t have 


A firm uniquely suited to meet the 








ANKNER & LEVY, P.c. 


116 HUNTINGTON AVENUE, BOSTON MA 02116 # www.anknerlevy.com 





SALLY KAPLAN LIANNE 
LEVY ANKNER 
slevy@anknerlevy.com kla@anknerlevy.com 
Boston Magazine Boston Magazine 
“Super Lawyer” since 2004 “Super Lawyer” since 2007 


¢ EXPERIENCED 

¢ RESPONSIVE 

¢ INDUSTRY FOCUSED 

@ EFFICIENT & 
CostT-EFFECTIVE 


The Only Chambers-Ranked 
Boutique Healthcare Law Firm 
In New England 


A Forbes Legal Black Book Top U.S. Health Care Law Firm — 2014 





| 
| 
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needs of healthcare providers. 


Named to Best Lawyers in 
America in mtr Law 
and Insurance i 
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the in-house expertise to play this role should consider 
developing it or enlisting the help of consultants. 


Clients also face heightened uncertainty: Audit activity 
has increased substantially as a result of the ACA. Many 
clients are turning to their legal counsel for advice. “We're 


encouraging clients to be 
proactive in their compliance 
efforts,” says Julie Mitchell, 
founding member of Ridge- 
land, Miss.-based Mitchell 
Day Health Law Firm. Anoth- 
er option: Consider advising 
clients to engage indepen- 
dent auditors to review their 
practices in advance of any 
official audit. That way they'll 
have a better sense of what 
to expect from auditors, and 
will identify potential trouble 
spots ahead of time. 


WB, mitchell-day 


Law Firm PLLC 


* Medicare and Medicaid payment issues 
* MAC, RAC, MIC & ZPIC audit and appeals 
* Certificate of Need 
* Healthcare corporate matters 

* Stark and anti-kickback analysis 
* Fraud and abuse 

* Corporate Compliance 
* Provider and Physician contracts 
- Employment law 

* Licensure and certification 
* HIPAA/PPACA 

* Insurance Defense 


For more information, please contact: 


Julie B. Mitchell, J.D. LL.M. Health Law 
jbmitchell@mitchellday.com 
Randall E. Day, Ill, J.D. 
rday@mitchellday.com 

J. Tucker Mitchell, J.D. 
tmitchell@mitchellday.com 


Phone: 601-707-4036 


618 Crescent Boulevard, Suite 203 


Fax: 601-213-4116 
Ridgeland, Mississippi 39157 
www.mitchellday.com 
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Franchise Companies: A Look Ahead 


BY MICHAEL RONEY 


The road ahead looks excellent for franchising. In 2014, franchises were expected to add 220,000 jobs to the economy, 
according to IHS Global Insight, while FRANdata projects that demand for franchise units will increase by more than 12%. 
Much of this forward movement can be credited to an improving general economy, more favorable lending scenarios and 
a solid set of innovative franchises available for qualified buyers. Some of the standouts for 2015 include: 


Dale Carnegie Training 

With over 200 franchises in 86 countries, 
Dale Carnegie Training provides consult- 
ing services to the business community 
worldwide. Its more than 2,700 instruc- 
tors have presented training programs 
in more than 25 languages. Dale Carn- 
egie Training offers two opportunities 
to own a training business: Its typical 
franchisee is either an owner/operator 
or an owner of a multi-brand portfolio. 


HomeVestors of America 
HomeVestors of America®, also known as 
We Buy Ugly Houses®, has been named 
to the World Franchising Network’s Fran- 
chise 50 list for eight consecutive years. 


READY TO 


HomeVestors has helped 300 franchisees 
independently operating in 37 states buy, 
rehab and sell over 50,000 residential 
properties. 


Mediafast Centers 

Developed by a physician in 1980, Medi- 
fast offers overweight customers safe, 
simple, medically formulated meal- 
replacement products and programs, 
and has made Forbes’ annual list of 
Best Small Companies for several years. 


Renters Warehouse 

Over 40 million single-family homes are 
expected to be rented across the U.S. by 
2015, fueling a $55 billion property 


management industry. Renters Warehouse 
offers a proven property management 
model that allows franchisees to take 
full advantage of the rental boom. 


Sports Clips 

Part of a multibillion-dollar industry, 
Sport Clips offers haircuts for 150 mil- 
lion men and boys in the United States 
annually in a unique, sports-themed 
experience they can’t get anywhere else. 


This all adds up to opportunity, sup- 
port and a high potential for success— 
a great fit for entrepreneurs looking 
to achieve their personal and career 
goals. 


TGV 3 A ed 


Over 40 million single-family homes are expected to be RENTED across the U.S. 
by 2015 — a 185% increase from the approximate Ug million rented in 2018. x 
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SportClips 
IT’S GOOD TO BE A-GUY A ycn 


i s ° Largest, fastest-growing international haircut 
Sport Clips Score franchise for men and boys — more than 1,300 


high for demand, locations and counting! 
success, and e Industry-leading annual same store sales growth 


. y ° Franchise continuity rate —- 99% 
franchisee support! ¢ Strong unit economics as detailed in our item 19 


Our next franchise = ¢ Exclusive multi-unit ownership 


a e Recession resistant — guys get haircuts every 
can be yours - get ce Weds 


in the game with e Easy access to third party financing 
a winner! ¢ Award-winning franchisee support 


LIMITED OPPORTUNITIES AVAILABLE 
OwnASportClips.com ¢ 1-800-872-4247,;.,:: | 
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DALE CARNEGIE® 
TRAINING 


BECOME A PLAYER IN THE EXPLODING 
GLOBAL BUSINESS EDUCATION MARKET 
Join Dale Carnegie Training, a highly recognized 
worldwide brand with unsurpassed franchise 
development and support. 


Exclusive Franchise 
Territories Available! 
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é , > Wis Engineering 
dalecarnegie.com/forbes-franchise ( Initial investment starting at $35K Fer KIS" 





To learn more contact John Covilli: 636.925.9720 engineeringforkids.com 540 940 2910 


WE BUY UGLY HOUSES 
HOMmEVESTORS 


AMERICA’S #1 HOME BUYER 


*Each franchise office is independently owned and operated. 


NOW MAY BE THE PERFECT TIME 
TO INVEST IN REAL ESTATE! 











A Professional Business 
For The Professionals 


» PROVEN SYSTEM TO BUY & SELL HOUSES 
HomeVestors® provides you with a system to follow & 
continuous mentoring & franchise support. 


e 35 years franchise leader 
¢ Quality of life (no evenings or weekends) 


FINANCING FOR ACQUISITIONS & REPAIRS 
We make it quick and easy to obtain financing for qualifying 
acquisitions and repairs. 


ONGOING SUPPORT 
Learn from the franchise system that has purchased over 


55,000 houses. 


e Repeat business 
e Average annual gross revenue of $950,000+ 
e Proven system 


e Support from certified performance 


HVA MAPS 
consultants/mentors 


This sophisticated software system takes the guesswork 
out of estimating repairs and helps to keep you out of the 
“minefields” of making costly mistakes. 


Paro estas 
You are in the right location at the right time to be a ipa 


HomeVestors® franchisee, what are you waiting for? 


CALL 800-704-6992 
TO BECOME A FRANCHISEE! 


Don’t let the dust settle. 
Call now... 


1-800-843-6243 


www.TheMaidsFranchise.com Referred for a reason. 
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A fusion of ancient shiatsu technique 
and modern technology. 


A uniquely Japanese obsession 
with precision and quality. 





A once-in-a-lifetime investment 
in a lifetime of well-being. 


A daily oasis. 


A transcendent escape. 


¥ 


There is only one 
world’s best massage chair. 


INADA. 


888.208.5078 © InadaUSA.com 


















Classic mock 
Style 1990 










High-performance 
luxury for effortless 
style any season. 


Easy-care Techno-Cotton, 
made in the USA. 
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Stock Analysis and Portfolio Management System 
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The U.S. Money Reserve Vault Facility today 
announces what could be the final release of U.S. 
government-issued gold coins previously held in 
The West Point Depository/U.S. Mint. For a limited 
time, U.S. citizens will have the opportunity to 
purchase these $5 government-issued gold coins for 
the incredible at-cost price of only $136.00 per coin. 
An amazing price because these U.S. government- 
issued gold coins are completely free of dealer 
markup. That’s correct—our cost. This may be your 
final opportunity to buy U.S. government-issued 
gold coins at this price. Gold, which is currently 
around $1,230 per ounce, is predicted by experts to 
have the explosive upside potential of reaching up to 
$5,000 per ounce in the future. Please be advised: 
Our U.S. government gold inventory will be priced 
at $136.00 coin while supplies last or for up to 30 
days. These coins may sell out. Call today! U.S. 
Money Reserve will release these U.S. government- 
issued gold coins at cost on a first-come, first-served 
basis. Orders that are not immediately received or 
reserved with the order center could be subject to 
cancellation and your checks returned uncashed. 
Good luck. We hope that everyone will have a 
chance to purchase this special U.S. government- 
issued gold at this price because it could be going 
to $5,000 per ounce. Order immediately before our 
vault sells out completely! Special arrangements 
can be made for gold purchases over $50,000. 








AUTHORIZED BY CONGRESS: PUBLIC LAW 99-185 








© 2014 U.S. Money Reserve 
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By Executive Order of Congress Public Law 99- 
185, Americans can now buy new government- 
issued gold. Congressionally authorized United 
States gold coins provide American citizens with 
a way to add physical gold to their portfolios. 
Gold American Eagles are made from solid gold 
mined here in America, struck at the U.S. Mint 
at West Point, and produced with a U.S. dollar 
denomination, making them legal tender United 
States gold coins. They are highly liquid, easily 
transportable, and, unlike paper assets, Gold 
American Eagles have a tangible value you can 


DO NOT DELAY - LIMITED SUPPLIES AVAILABLE! 


GOVERNMENT-ISSUED GOLD COIN 


THE MARKET: 
SOME RISKS, 


() C 
PURCHASE OF 10 AT-COST COINS (REGARDLESS 
SHIPPING AND INSURANCE. PRICES MAY BE MORE OR 
CONDITIONS. PRICE NOT ube 
» FOR QUALITY ASSURANC! 


VAULT CODE: FOR8-136 
Call Toll-Free 7 Days a Week: 


1-888-465-3413 


MASTERCARD « VISA ¢ AMEX ¢ DISCOVER 
CHECK ¢ BANK WIRE 





feel each time you hold your own gold. Though no 
one, including U.S. Money Reserve, can guarantee 
a gold coin’s future value will go up or down, 
numerous experts are predicting gold to reach 
$5,000 per ounce. Now is the time to consider 
converting part of your paper assets into gold. U.S. 
Money Reserve has a limited supply and urges 
you to make your vault reservations immediately. 
Call a Senior Gold Specialist at 1-888-465-3413 
to start your gold portfolio and begin protecting 
your wealth today. If you’ve been waiting to 
move your money into gold, the time is now. 


PURE COST - NO DEALER MARKUP! 


oes 1362 


SHIPPING & INSURANCE $15-$35 
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Accessories Available for 
Oldsmobile - 





Order Now: 800-441-6287 





Laser Measured | 
FloorLiner™ 


Acura - Audi - 
Isuzu - Jeep - 


= WeatherTech.com 


Weather 


Automotive Accessories 


an 
Cargo/Ti nT aed Side Window Deflector 





BMW - Buick - Cadillac - Chevrolet - Chrysler - Dodge - Ferrari - Ford - GMC - Honda - Hummer - Hyundai - Infiniti 
Kia - Land Rover - Lexus - Lincoln - Maserati - Mazda - Mercedes-Benz - Mercury - Mini - Mitsubishi - Nissan 
Plymouth : Pontiac - Porsche - Saab - Saturn - Scion - Subaru - Suzuki - Toyota - Volkswagen - Volvo - and more! 





American Customers Canadian Customers 


WeatherTech.ca 


European Customers 
WeatherTechEurope.com 


© 2014 by MacNeil IP LLC 
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An Everyday Masterpiece 
The beauty of art; the quality of Caesarstone 
New Calacatta Nuvo 





The best stone is 


www.caesarstoneus.com (O caesarstone’ 
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THOUGHTS 


FINAL THOUGHT 

“Success is sweetest to one 
who has known failure.” 
—B.C. FORBES 








HN DUE 
MATERIAL? 


YOURE SO STRONG, BRAD , 

SO WILLING TO SACRIFICE, SO 
LIKABLE AND RESOURCEFUL... 
YOU SHOULD BE OUT 


ON YOUR OWN. 
YOU'RE RIGHT . 


“*You can walk up to the people on the street and ask them 
if they want to be rich; says Arthur Rock, the renowned 
venture capitalist, ‘and 99% will tell you “Sure, I want to 

be rich.” But are they willing to do what's necessary to be 
successful? Not many are: There are millions of us drifting 
through life with Walter Mitty dreams. Yet for nearly all, 
those dreams will be as idle as Mitty’s, escapes from the 
cold fact that we don't have the guts or stick-to-itiveness to 
turn our reveries into another Apple Computer.’ 

—FROM THE AUG. 3, 1981 ISSUE OF FORBES 


OTHER THOUGHTS FROM THAT ISSUE: 
GOLD DOESN'T TARNISH «tt will be a long time—perhaps not in our 


lifetime—before the price of gold returns to the peak of $850 an ounce.” 


MOVIE REVIEW: RA/DERS OF THE LOST ARK Blazingly glorious 
color with pure black-and-white Good guys and Bad guys. The critics’ flap 


over whether kids should be able to go unattended is utter tommyrot; these 
dummies must think Hansel and Gretel is a cuddly tale for tiny tots.” 








ON RISK 











“Life is either a daring adventure 
or nothing at all.” 
—HELEN KELLER 


“The only safe thing is to take a chance.” 
—ELAINE MAY 


“People who don't take risks generally 
make about two big mistakes a year. 
People who do take risks generally make 
about two big mistakes a year.” 

—PETER DRUCKER 


“Why not go out on a limb? 
That's where the fruit is.” 
—WILL ROGERS 


“When we conquer without danger, 
our triumph is without glory.’ 
—PIERRE CORNEILLE 


“If you want a guarantee, buy a toaster.” 
—CLINT EASTWOOD 


“We get our bread at the risk of our lives, 
because of the sword in the wilderness.” 
—LAMENTATIONS 5:9 


“If you're “T heard the bullets 
offered a seat whistle—and 

on a rocket believe me, there 
ship, don't ask is something 

what seat—just  charminginthe 
get on.” sound.” 

—SHERYL SANDBERG —GEORGE WASHINGTON 


“Everything that is pleasant in life is 
dangerous. Have you noticed that? I'd like to 
find the bastard who thought that one up.” 
—LEMMY KILMISTER 


SOURCES; THE OPEN DOOR, BY HELEN KELLER; GOODREADS.COM; THE TIMES BOOK OF QUOTATIONS; 
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LE CID, BY PIERRE CORNEILLE; PRESIDENTIAL ANECDOTES, BY P. BOLLER. 


SAMSUNG 


THE NEXT BIG THING 
eloP HERE’ 








ALAXY Note 4 
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PM 
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© 2014 Samsung Telecommunications America, LLC. Samsung, Galaxy Note and The Next Big Thing !s Here are all trademarks of Samsung Electronics Co., Ltd. 


Appearance of device may vary. Device screen image simulated. 





ScUUCIMIeMIRO NEL 


Classique Hora Mundi 5717 


An invitation to travel across the continents and oceans illustrated on 
three versions of the hand-guilloché lacquered dial, the Classique Hora 
Mundi is the first mechanical watch with an insta t-jump time-zone display. 
Thanks to a patented mechanical memory based on two heart-shaped 
cams, it instantly indicates the date and the time of day or night in a given 
city selected using the dedicated pushpiece. History is still being written... 
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